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THE VALUE OF THE “GREENBACKS” DURING THE 
CIVIL WAR. 


On the last day of the year 1861 suspension of specie pay- 
ments by the Treasury of the United States notified the country 
that the government was no longer able to meet its obligations 
in coin. The natural result was to lessen the value of the paper 
money ; for the community did not esteem promises to pay gold 
which could not be kept as equivalent in value to gold itself. 
Heretofore the circulation had consisted partly of coin, partly 
of paper money. The fall in the value of the latter now dis- 
turbed the parity between the two; coin being the dearer disap- 
peared from circulation, and paper was left the sole standard of 
payments. 

Two weeks after suspension, gold began to be bought and 
sold in New York like an ordinary commodity. January 13, 
1862, it was quoted at a premium upon the stock exchange. 
The same day a meeting of brokers in the ‘coal hole” on 
Williams street, started what developed into the ‘gold room.” 
Dealing in gold became a regular business in both of these places. 
Their daily quotations—reported the country over—gave the 
value of 100 gold dollars in United States notes. When the 
quotation was 200, that number of paper dollars was required to 
purchase $100 gold;—that is, there was a premium of 100 upon 


gold, and the specie value of the greenback dollar was but fifty 
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cents. We possess, therefore, in the gold quotations of these 
markets a record of the changes in the gold value of the United 
States notes. Since the record is comparatively complete and 
trustworthy, it furnishes material for studying the depreciation 
of our paper money. 

A study of the cause of the fluctuations of the premium, 
based upon this material, resolves itself into an analysis of the 
influences felt on the stock exchange and in the ‘gold room.” 
Since the premium was the ratio between gold and greenbacks, 
and changed with fluctuations in the value of either, these influ- 
ences fall into two classes: those affecting the valuation of gold 
on the one side, and of greenbacks on the other. 


But brief attention need be given to the first category. 
During the war many men, Secretary Chase among them, refused 
to admit that the high premium was due to depreciation of the 
paper money, attributing it instead to a rise in the value of gold 
caused by nefarious speculation.‘ The assertion of a great rise 
in the value of gold, however, can hardly be credited in the 
face of the evidence borne by exports of precious metals and 
by prices. When specie was driven out of circulation by the 
depreciation of the paper currency, the country’s monetary 
demand for the precious metals ceased. Of course this tended 
to depress their value in America, and the great outward flow of 
gold and silver that followed shows the effect. In the fiscal 
year 1861 imports of the precious metals had exceeded exports 
by 14.9 million dollars; but in 1862 exports exceeded imports 
by 21.5, and in 1863 by 56.6 millions. Gold was sent abroad 


so largely because it had become the cheapest article in which 


to pay for foreign goods. 
Equally decisive is the testimony of the price tables. If the 


*This was the view generally taken by the treasury officials. See Finance 
Reports of 1862, pp. 13-14 (Chase); 1864, pp. 22-23 (Fessenden) ; and zé7@., pp. 52-53 
(McCulloch). 

* Statistical Abstract of the United States, 1895, p. 60. 

3 This fact was noticed and commented upon at the time. Cf. Hunt's Merchants’ 


Magazine, vol. xlvii. p. 152; vol. xlviii. p. 224. 
& P 
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“gold room gambling”’ actually caused a rise of gold, prices 


of commodities reckoned in gold must have fallen. But such 
was not the case. On the contrary, specie prices rose, showing 
that the exchange value of gold instead of rising, actually fell.” 
This accords with the evidence of the gold exports; taken 
together, they effectually dispose of the theory which explains 
the premium as the effect of a rise of gold engineered by mer- 


cenary speculators. 

This conclusion, however, that gold was not increasing in 
value during the war, does not exclude the possibility of tem- 
porary rises due to changes of supply and demand in the local 
market. Indeed, it is quite certain that these forces, especially 
in quiet times, influenced the premium.? And, as Black Friday 


*See table of gold prices in the Report on Wholesale Prices, Wages, and Trans- 
portation, from the Senate Committee on Finance, March 3, 1893, part I. p. 99. 

2 New York’s supply of gold came mainly from inland towns and from California. 
Receipts from the latter source, it is true, fell from 32.6 million dollars in 1861 to 10.3 
millions in 1863, because of danger of capture by Confederate cruisers that haunted 
the track of the Aspinwall steamers. But this simply meant that gold destined for 
export was shipped directly from California under a foreign flag, instead of being 
brought through New York as heretofore. While the shipments from California to 
New York declined 22.3 millions between 1861 and 1863, the shipments to England 
increased 24.4 millions.—See tables of exports of specie from San Francisco in Com- 
mercial and Financial Chronicle, vol. ii. p.135; and Hunt's Merchants’ Magazine, 
vol. liv. p. 96. 

Demand for gold in New York was mainly either for payment of customs duties 
or forexport. The foreign demand varied from 3 to 13 millions per month. A com- 
parison between the customs receipts for the port and the premium shows that in 
twenty-four of the forty-eight months of 1862-5 they fluctuated in opposite directions, 
Such purchases, however, when the market was free from more powerful influences, 
sometimes affected the premium ; and that the export demand had similar effects is 
sufficiently shown by the fact that news that the Bank of England had raised its dis- 
count rate could send up the premium because it made larger exports to England 
probable.—See money article of New York Zimes for December 17, 1863; February 
3, 1864; and May 17, 1864. For receipts of the New York customs house, see Com- 
mercial and Financial Chronicle, vol. ii. p. 230. : 

It was a fact noted at the time that what influences this market demand and sup- 
ply had upon the premium was often in the direction of moderating instead of increas- 
ing the fluctuations. When the premium rose sharply, gold that had been hoarded 
would be sent to be sold on the stock exchange in order to get the benefit of the 
high price. At this high price, however, importers would find it unprofitable to buy 
the gold they required to pay customs duties or to remit abroad. Thus, demand would 
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showed, it was not impossible for a strong clique of speculators 
to ‘‘corner” the local supply of gold and cause a dramatic 
advance of the premium. But the effect of such operations was 
necessarily temporary. Unless the clique could persuade the 
public that there was some real reason for a low valuation of the 


government’s notes in comparison with gold, they could not long 
maintain an artificial rise. Black Friday itself—the greatest of 
these raids upon the market—was followed by a fall almost as 
rapid as the rise had been. While, then, speculative manipula- 
tion of the gold supply was at times the dominant influence in 
the market, the abiding forces. that governed the premium are 
to be looked for elsewhere. They are to be found in the second 
mentioned category of influences, viz., the considerations which 
entered into the community’s valuation of the paper currency. 


What, then, were these considerations ? Evidently the utility 
of the material of which the currency was made was not one of 
them; for the bits of engraved paper were themselves nearly 
worthless. Congress, however, attempted by inserting certain 
provisions in the legal tender acts to give these bits of paper a 
high value in exchange. Unites States notes were made receiv- 
able for all taxes exept duties on imports ; they were exchange- 
able at par for bonds bearing an interest of 6 per cent. in gold ; 
and, third, they were declared a legal tender in the payment of 
debts.‘ Had the issues of greenbacks not exceeded the sums 
required for the payment of taxes, the first of these provisions 
might have been efficacious; but such was by no means the 
case.?, The second provision—the privilege of funding —at 
decrease while the supply increased. Precisely the opposite results were noticed when 
the price fell rapidly. To an extent, therefore, the supply and demand for gold, 
instead of controlling, were themselves controlled by the fluctuations of the premium. 
—See Hunt's Merchants’ Magazine, vol. liv. p.90; money articles in New York 7imes 
for June 16-17, and July 24, 1862. 

"Act of February 25, 1862, $1. 12 Statutes at Large, 345. 

?The “old demand notes,” of which only 60 million dollars were issued, did not 
depreciate so much as the greenbacks because they were receivable for customs. 
They were regularly quoted at a premium nearly equal to that of gold, until they 
had all been paid in and retired. See Hunt’s Merchants’ Magazine, vol. xlvii. p. 424; 
the New York 7imes, money articles of June 18 and September 29, 1862. 
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best but a weak prop— was soon removed.’ As to the legal ten- 
der clause, it could compel the creditor to receive paper money 
as the equivalent of gold only for debts already contracted. It 
could not control contracts to be made after its passage. Sellers 
were free to charge higher prices for their goods when they 
knew the payment would be in greenbacks; and they did so. 
Not only did the legal tender clause fail to prevent depreciation, 
but, had it been the only support of the value of the greenbacks, 
the depreciation might have been as great as it was, for exam- 
ple, in the case of the Russian legal tender paper money in the 
first quarter of this century. 

But, though these artificial provisions proved futile, one 
important consideration remained. Greenbacks were notes of 
the government of the United States, and as such their value — 
like the value of the notes of a private person— depended upon 
the credit of the issuer. If confidence in the government’s abil- 
ity ultimately to redeem its notes had been entirely destroyed, 
the paper money would have depreciated to the level finally 
reached by the Confederate currency. On the other hand, if 
the credit of the government had ‘suffered no diminution, its 
notes would have depreciated little, if at all. Fluctuations 
between these two limits — par and zero — followed the varying 
estimates which the community was all the time making of the 
government’s present and prospective ability to meet its obliga- 


tions. Our task is to analyze the elements that entered into this 


continual calculation. 


First, it is plain that an increase in the amount of the demand 
debt made speedy repayment more doubtful. Hence the effect 
of every suggestion of an increase in the amount of the paper 
currency was to decrease the value of the greenbacks already 
in circulation. This is clearly shown by the influence of the 
second and third legal tender acts. 

*The Ways and Means Act of March 3, 1863, § 3 (12 Statutes at Large, 709) left 
it optional with the Secretary of the Treasury to receive United States notes for bonds 


after July 1, 1863. Secretary Chase allowed funding to continue until January 21, 1864. 
SPAULDING, History of the Legal Tenders, introduction to second edition, p. 10. 
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July 11, 1862, the gold value of currency was $96.74. The 
next day it was officially announced that the Secretary of the 
Treasury had requested Congress to authorize a second issue of 
United States notes.2, Immediately the value of the currency 
declined to $95.01. As the certainty increased that the request 
would be complied with, the fall continued, until, on the day 
the second legal tender act was passed, July 8, the currency 
price was $89.69. 

Even more striking was the fall caused by the third legal tender 
act. December 1, 1862, just before Congress convened, currency 
was worth $77.82. Three days later a fall to $74.63 was caused by 
a rumor that the annual finance report would recommend another 
issue of United States notes.3 A denial produced a reaction to 
$76.63. But on the 8th Mr. Thaddeus Stevens introduced a 
bill providing for an issue of 200 millions, which brought about 
a relapse the next day to $75.19. When he admitted, a few 
days later, that there was no chance of his measure passing, a 
slight rise followed.’ But January 8 the Committee of Ways 
and Means submitted a revenue measure authorizing the issue of 


300 millions of United States notes.° The currency fell to $72.99. 
Six days later the house of representatives passed a joint resolu- 
tion for the issue of 100 millions to secure the immediate pay- 
ment of the army and navy.’ The fall reached $67.57. The 
acquiescence of the senate caused a slight further decline. 
Meanwhile the revenue bill was under discussion in the house. 


When it was passed and sent to the senate, the notes were 


*The value of currency in gold, instead of gold in currency, is given because it 
represents better the extent of the depreciation of the paper money. For this purpose 
I have converted the tables of daily quotations of the gold market into tables showing 
the value of $100 of currency in gold. See Appendix, pp. 285-91. All references are 
to these tables. 

2See the New York 7imes, June 12, 1862. 

3 Bankers’ Magazine, New York, vol. xvii. p. 560. 

4 Congressional Globe, XXXVII Congress, third session, pp. 23-145; New York 
Times, December 9, 1862. The references to the daily papers are, unless otherwise 
specified, to the date of the money articles. 

5 Congressional Globe, loc. cit., p. 146. 

6 Jbid., p. 235. See § 3 of the bill, p. 284. 7 Ibid., p. 341. 
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depressed to $65.90. Three weeks later the measure came back 
with the senate amendments, one of which reduced the new 
issue of legal tender notes from 300 to 150 millions. A drop of 
$1.36 followed the house’s refusal to agree to the change. During 
the next two days it was thought in New York that the senate 
would yield, and the decline of the currency continued to $60.98. 
When this idea was dissipated there was another reaction. But 
February 26 the house yielded and passed the bill.‘ This made 
the increase of notes certain, and their value fell to $57.97. 
After this extreme depression came a slight reaction to $58.48 
on the day the bill became a law.’ 

But not only the amount of notes which the government issued, 
but also the condition of the resources at its disposal for meet- 
ing obligations, affected the probability of a speedy redemption 
of the paper currency. This explains why almost every impor- 
tant public event was reflected in the fluctuations of the gold 
market. Few things could happen to the government that 
would not directly or indirectly influence its credit, and therefore 
the value of its notes. Consequently notice must be taken of the 
effect of financial, military, political, and diplomatic events upon 
the course of the depreciation. 


Since the first condition of redeeming the paper currency was 
financial strength, the condition of the treasury was narrowly 
watched by the gold market. For example, the annual reports 
of the Secretary of the Treasury were anxiously awaited each 
December and caused a rise or fall of the currency according as the 
condition of the finances presented seemed hopeful or gloomy. 
In December 1862, the day before the report was published, a 
rumor was circulated in New York that another issue of greenbacks 
would be proposed. The currency fell from $76.34 to $74.63, 
but rose again to $76.63 when the report appeared recommend- 
ing a national bank currency as preferable to government notes. 
Next year the report was responsible fora slight decline; for, 


"For senate amendments see zéid., p. 927; for action of the house, pp. 1039 and 
1312 


? March 3, 1863. See chart 1, op. p. 144. 
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though Secretary Chase declared specifically against an increase 
of the greenbacks, the estimated expenditures so far exceeded 


receipts that he was obliged to ask for aloan of 900 million dollars, 
Again in 1864, the report caused a fall, for even the New York 
Tribune admitted that it was unsatisfactory... By December 1865 
the gold market had become much steadier, but Secretary 
McCulloch’s report recommending a speedy resumption of specie 


payments was warmly received and caused a rise of the currency 
from $67.34 on the 5th to $68.14 on the 6th.” 

Ability of the government to borrow also influenced the value 
of the currency; for the fate of a loan indicated public confi- 
dence or distrust, and success provided means for continuing the 
war without the issue of more legal tender notes. Thus, in the 
spring of 1863, Mr. Jay Cooke’s success as agent of the govern- 
ment in obtaining subscriptions at the rate of two millions a day 
caused the currency to rise from a level of $65.00, prior to March 
24, to $71.68 on the 25th, when the favorable result of his opera- 
tions was assured. In October 1863 the report that a foreign 
loan had been obtained caused a rise from $68.49 on the 21st to 
$70.05 on the 22d. Next day it was discredited, and the currency 
fell back to $68.26.4 Again, in September 1864, a loan of some 
32.5 millions was subscribed twice over at an average premium 
of 4 percent. This news caused a rise from $42.37 on the gth 
to $45.87 on the roth. 

Changes in the officials of the Treasury Department consti- 
tuted another important factor. The resignation of the assistant 
treasurer in New York caused a fall June 2, 1864, from $53.06 to 
$52.63. Secretary Chase’s resignation July 1, of the same year, 
depressed the currency to $40.00. A few hours later, upon the 

*Seethe 7ribune of December 8, 1864. Another circumstance — Mr. Stevens’ gold 
bill — partially counteracted the effect of the report this year. 

?See comments of New York papers of December 6; and Hunt?’s Merchants’ 
Magazine, vol. liv. p. 77. 

3New York Zimes of March 24, 1863; BOLLES, Financial History of the United 
States, 1861-1885, p. 103. 

4New York 7imes, October 22, 1863. 

5 Hunt's Merchants’ Magazine, vol. li. p. 392 ; BOLLES, (oc. cit., p. 122. 
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receipt of a dispatch announcing Senator Fessenden’s appoint- 
ment to the vacant post, there was a reaction to $45.05. Mr. 
McCulloch’s nomination the following March occasioned an 
advance from $50.25 on the 7th to $51.05 on the 8th. 


Even more striking than the influence of financial events 
upon the currency was the effect of the ‘“‘ war news.” While the 
war continued there could be no thought of redeeming the govern- 
ment’s notes. Hence every victory that made the end seem 
nearer raised the value of the currency, and every defeat depressed 
it. The failures and successes of the Union armies were recorded 
by the indicator in the “ gold room” more rapidly than by 
the daily press. A few instances may be cited. 

Chancellorsville, fought May 3, 1863, was one of the most 
disastrous battles of the war. But the first reports that reached 
New York were favorable, and caused a rise of the currency to 
$67.45. Next day, however, adverse rumors commenced to arrive, 
and the currency turned. On the 6th a partial confirmation of 


the bad news continued the fall. When all uncertainty about 
the disaster was removed on the 7th," the currency dropped to 
$64.62. 

Following up the advantage gained at Chancellorsville, Gen- 
eral Lee crossed the Potomac and invaded the North. With the 


progress of his movement the currency fell from $71.17 on the 
10th of June 1863 to $67.40 on the 16th. 

Similarly the battle of Chickamauga caused a decline from 
$74.77 on the 19th of September 1863 to $71.81 on the 21st; 
in April 1864 the currency fell from $57.43 on the 23d to $54.79 
on the 25th, because of the report that the Confederates had 
captured Plymouth, North Carolina; Genera! Butler’s failure to 
take Fort Fisher was the occasion for a drop from $46.24 to 
$44.64, December 28, 1864; the knowledge of the ill success of 
the Yazoo river expedition brought a fall of over $4.00, from 
$67.34 March 31 to $63.34 April 1, 1863. 


*See conflicting reports from the battles in the New York papers of May 4 to 7, 
1863. 
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The power of victories to raise the value of the currency 
was most strikingly illustrated by the series of triumphs in July 
1863. On the first three days of that month the battle of 
Gettysburg was being fought. The 4th was the national holiday; 
the 5th Sunday. When the gold market opened on the 6th, 
currency, which on the Ist had been at $68.97, rose to $72.46. 
Next day news came of the capture of Vicksburg; currency 
reached $75.47. Despite the draft riots in New York city, the 
reaction was small; and when the capture of Port Royal was 
announced, July 15, there was a further advance to $77.59. With 
the increase of confidence the currency continued to appreciate, 
until upon the 20th it was worth $81.14. This was a rise of 
$12.17 in twenty days, due to favorable war news. 

Grant’s series of victories at Chattanooga caused a rise of 
$4.99 in four days. The victory of Sheridan over Early at Win- 
chester and two days later at Fisher’s Hill led toan advance from 
$44.10 to $46.30. Sherman’s capture of Atlanta, knownin New 
York September 3, 1864, occasioned a rise from $37.29 on the 
preceding day to $42.37. Later, after he had started north 
from Georgia, no news came from his army for some time, and 
fears were entertained for his safety, when, March 14, 1865, a 
dispatch was received stating that he had reached Laurel Hill, 
North Carolina, and that all was well. This news caused the 
currency to appreciate from $52.22 to $56.26. More examples 
are shown on the chart. 

Many of the fluctuations of the currency were due to mis- 


taken reports of military events. Thus, September 3, 1862, an 


absurd story that Stonewall Jackson was marching on Baltimore 
with 40,000 men caused a fall from $85.84—the price of the 
previous day—to $84.75... A rumor that Atlanta had been 
evacuated produced a rise from $38.80 to $39.92 on July 22, 
1864.2 Another false report of the fall of Petersburg led to an 
advance from $48.78 to $51.28.3 A similar story of the evacua- 

* New York 7imes, money article, September 3, 1862. 

?New York 7ridune, money article for July 22, 1864. 


3September 28, 1864, see New York Hera/d, money article. 
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EFFECT OF MILITARY EVENTS UPON THE VALUE OF THE PAPER 
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tion of Richmond was the occasion of the change from $56.54 
to $58.74 on the 16th of March 1865.* Peace rumors were 
especially frequent. The ‘‘ peace mission”’ of the two Blairs was 
followed with much anxiety. A report that the elder Blair was 
in Richmond produced a rise from $46.54 to $48.08 January I9, 
1865. On the last day of the month news came that three 
Confederate commissioners were within the Union lines.? Cur- 
rency rose from $47.39 to $49.50; but fell back again to $46.62 
on the announcement, a week later, that the conference would 
accomplish nothing. 


Being of less frequent occurrence, political events played a 
less prominent réle in the gold market than financial and mili- 
tary affairs. The best example of their influence is shown by 
the events attending the presidential election of 1864. Mr. 
Lincoln was ‘the republican nominee. The democratic party, 
which did not hold its convention until August 31, finally nom- 
inated General McClellan. News of this choice caused the 
currency to fall from $42.73 to $41.15. 

The canvass that followed was spirited, and for a time the 
result seemed doubtful to many. The Pennsylvania state election 
in October was looked to for an indication of the probable out- 
come. For a day or two after the votes had been cast it was 
uncertain which party had won. October 11 the New York 
World claimed that the democrats had made large gains and 
would carry the state. Because of this the currency fell from 
$50.41 to $49.17. 

Curiously, the republican triumph in November had the same 
effect upon the currency as this promise of democratic success 
had exercised. It seemed to have been argued that President 
Lincoln’s re-election meant an indefinite prolongation of the 
war, and hence destroyed any chance of a speedy redemption of 
the paper money. On the strength of this view there was a fall 

™New York Herald, money article, March 16, 1865. 

*Jbid., January 31, 1865. 


3 See editorial article in New York Express, November 9, 1864, 
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on the oth from $40.65 to $38.46. However, a reaction quickly 
followed. 

President Lincoln’s assassination occurred after the regular 
gold market had closed on the evening of April 14, 1865. Cur- 
rency had ranged between $67.97 and $68.49. The news was 
received, however, at the “evening exchange.” At the first 
shock there was a fall to $61.61. This was followed by a quick 
reaction, so that the market closed at $63.69." Next day the gold 
exchanges remained closed, and the following day was Sunday. 
This gave an opportunity for the scare to subside. On Monday 
the opening price was $65.36, but it soon rose to $67.51, and the 
next day the currency had regained the level which it held 
before the assassination. 


Though the country’s foreign relations were overshadowed 
during the war by domestic affairs, they exercised some influence 
upon the value of the paper money. There were two important 
matters of diplomatic concern: the chance of foreign interven- 
tion and the French occupancy of Mexico. Fears on the former 
score were put to rest on July 30, 1862, by the arrival of a 
steamer from England bringing reports of a speech of the prime 
minister, Lord Palmerston, which was taken to mean that the 
British government had no intention of interfering in the Amer- 
ican war.” Currency rose from $85.84—the price on the 29th— 
to $87.43. Onthe roth of the following February a report that 
the French emperor was attempting to bring about a conference 
between the North and South caused the-paper money to appre- 
ciate from $63.90 to $65.57.3 The news of the withdrawal by 
England of the recognition which it had accorded the Confed- 
eracy as a belligerent occasioned a rise from $68.91 to $71.43 
on the 19th of June 1865.4 

May 3, 1864, the publication in Le Montteur of the conven- 


tion assuring the stay of French troops in Mexico caused the 


* New York Herald, report of the “evening exchange,” April 15, 1865. 
? See the dispatches in the New York papers of July 30, 1862. 

3 New York 72mes, money article, February 10, 1863. 

4New York Hera/d, money article, June 19, 1865. 
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currency to depreciate from $56.50 to $55.63." At the close of 
the war the administration attacked the Mexican question with 
vigor. June 5, 1865, came word that Napoleon had been urged 
to withdraw his troops. This showed the possibility of trouble 
with France, and caused a slight decline-—from $73.94 to 
$73.13.2. During the summer many conflicting reports were cir- 
culated concerning complications on the Rio Grande, causing 
considerable fluctuations in the gold market.3 But the begin- 
ning of the end came November 7, with the report that the 
cabinet had decided to notify the French government that the 
sending of further troops to Mexico would meet with the disap- 
probation of the United States. That little fear of a serious com- 
plication was entertained is shown by the slight extent of the fall 
caused by this news— $68.03 on the 6th to $67.91 on the 7th.‘ 


II. 


Having analyzed the factors that entered into the commu- 


nity’s valuation of the paper money, we may now proceed to 


trace the progress of depreciation during the war. 
Upon the accompanying chart is shown the highest, lowest, 
and average gold value of the currency by months, for the four 


* New York 7imes, money article, May 3, 1864. 

? New York Hera/d, money article of June 5, 1865. 

3 Hunt's Merchants’ Magazine, vol. liii. p. 133. 

4It will be noticed that in this discussion of the factors that affected the value of 
the United States notes nothing has been said of a connection between their value 
and the quantity in circulation. Perhaps a word should be added on this point. It 
has been shown that the acts increasing the amount of the paper currency depressed 
its value, because they increased the liabilities of this nature which the government 
had to carry. But it is noticeable that this effect was produced the moment that such 
legislation was proposed. The currency fell before the new notes could be put into 
circulation. As has been seen, the third legal tender act caused the greenbacks 
already in circulation to decline from $77.82 0n the Ist of December 1862 to $58.22 
March 3, 1863— the day on which the law was approved. But during the following 
six months, while the amount of the notes in circulation was being increased, there 
was a steady appreciation of the currency. Again, the largest amount of United States 
notes outstanding at any time was $449,338,902 on the 3d of January 1864 (J. J. 
KNOX, United States Notes, 2d ed., p. 139). After this day redemptions exceeded 
reissues, so that the amount in circulation was contracted. But the value of the cur- 
rency fell very rapidly between January and July 1864 instead of rising. 
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years 1862 to 1865. As this shows, the general course of the 
fluctuations falls into several strongly marked periods. (1) Jan- 
uary to April, 1862, the depreciation was slight and almost con- 
stant. (2) After April there occurred an almost unbroken fall 
till February 1863, when the average value of the currency for 
the month was but $62.30. (3) This was succeeded by an appre- 
ciation, which culminated in the following August, when the 
average price rose to $79.50. (4) A second and more serious 
decline followed, until, in July 1864, the lowest value of the 
war was reached— $38.70 for the month. (5) August 1864 to 
May 1865 an upward movement, interrupted by a reaction in 
November, carried the currency to $73.70. (6) After May there 
was a slow decline till the end of the year. 


1. January to April 1862. 


In the first recorded sales of gold (January 13) the paper 
currency had a value of $9709. As the fright of suspension 
and the trust affair wore off, the value rose somewhat; so that 
the average for the month was $97.60. February brought a fall 
of just $1.00, doubtless due to the passage of the first legal 
tender act. March, however, more than restored this loss. 
First there were victories. Grant had taken Fort Donaldson in 
February. Then followed the battle of Pea Ridge, McClellan’s 
advance into western Virginia, and the defeat of the Merrimac 
by the Monitor. Second, the associated banks of New York 
unanimously decided to use greenbacks in making their daily 


settlements at the clearing house.* Confidence in the speedy 


termination of the war was high, and the credit of the govern- 
ment strong. Consequently the government’s notes were but 
$1.00 below par for the month.’ 

During April the depreciation was even less. The train of 
victories continued. April 7 Grant defeated Beauregard at 
Pittsburg Landing; next day Island No. 10 surrendered; on 

* New York 7Zimes, money article, March 10, 1862. 

?See ibid., March 13, on the confidence expressed by investors in government 


securities. The issue of the Zimes for March 12 contained a long editorial article 
headed “ The End of the Rebellion.” 
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the 15th news came to New York that Fort Pulaski, guarding 
the entrance to Savannah, had been. taken; and to crown the 
month, New Orleans fell into Union hands, in its closing week. 
Moreover, the greenbacks, which now, for the first time, began 
to come into general circulation, were most favorably received, 
for it was considered highly patriotic to accept the government’s 
notes as the equivalent of gold.* | Thus, under the stimulus of 
victories and universal confidence, the paper money reached the 
highest value of the war— $98.50, a depreciation of but $1.50. 


2. The depreciation from May 1862 to February 1863. 

In May military operations turned against the North. Early 
in the month Memphis was taken, but of greater importance 
were the defeats in the Shenandoah valley. Stonewall Jackson, 
by brilliant maneuvers, defeated the Union forces at Front Royal 
and Strasburg, drove Banks across the Potomac, threatened 
Washington, and then effected a junction with Lee’s army in front 
of Richmond. From $97.92, on the first day of the month, the 
currency declined to $96.04 on the 27th, when the fright in 
Washington was at its height. The average for the month was 
$1.70 less than it had been in April. 

A further fall of $2.90 came in June. News of McClellan’s 
success at Fair Oaks, which reached New York on the Ist, 
caused a rise. But this was checked on the 12th by Chase’s 
request to Congress for a second issue of United States notes. At 
the same time the Confederate General Stuart rode with his 
cavalry around McClellan’s idle army, capturing prisoners and 
burning supplies. 

July brought yet greater disasters. McClellan’s peninsular 
campaign, which was to have ended with the capture of Rich- 
mond, ended instead with the desperate retreat to Harrison’s 
Landing. Then followed several weeks of inactivity on the 
Potomac. Meanwhile the President issued a call for 300,000 
volunteers, and Congress passed the second legal tender act. 
Consequently the currency was $7.30 lower than in June. 


* New York Zimes, money articles, March 26, April 7, 14, and 17, 1862. 
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After the 22d of July there was a rise that lasted during the 
first half of August. Halleck succeeded McClellan, and there 
was once more activity on the Potomac. This, and the news of 
Lord Palmerston’s speech disposing of the fear of intervention, 
were encouraging, and more than offset the influence of the draft 
for 300,000 nine months’ militia ordered August 4. But in the 
second half of the month occurred Cedar Mountain and the 
second battle of Manassas. Pope was forced into the defenses 
before Washington, and the way into Maryland was open to Lee. 
At the same time the Confederates were gaining ground in 
Kentucky; and in Minnesota the Sioux Indians were perpetrat- 
ing outrages. Under these depressing influences the currency 
fluctuated upon a lower scale. 

- During September the depreciation continued. Lee invaded 
Maryland, captured Harper’s Ferry, with 11,500 prisoners and 
immense supplies, and threatened Philadelphia. The check 
administered to him at Antietam caused a temporary rise in cur- 
rency in the middle of the month; but McClellan failed to fol- 
low up his advantage, and in Kentucky little headway was made 
against Bragg. The monitory proclamation of emancipation 
had also a depressing influence.* Against these events the 
victory of Iuka and the defeat of the Indians in Minnesota 
availed little. 

In October Rosecrans beat off a Confederate attack at 
Corinth in Mississippi, and late in the month McClellan com- 
menced another leisurely advance into Virginia. But to offset 
this was Stuart’s cavalry raid into Pennsylvania and the sack of 
Chambersburg. More influential, however, than these military 
events were the October elections. Everywhere the administra- 
tion lost ground. In Maine, Vermont, Massachusetts, and 


Michigan the republican majorities were greatly reduced, and 
New York went democratic. An opposition majority in the 
house of representatives was predicted.? Owing to these 


*September 22, 1862. The proclamation recites that January 1, 1863, the 
President will declare the freedom of all slaves held in states that shall then be in 
rebellion. 

* BLAINE, Twenty Years in Congress, vol. i. p. 441. 
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depressing circumstances the average value for the month was 
$6.60 less than in September. 

November was more quiet, but the average for the month 
was slightly less than for October. The publication of the order 
relieving General McClellan was the cause of the lowest quota- 
tion, on the 10th of the month." For the rest of the month the 
market was dull, awaiting the meeting of Congress in December. 

Depreciation was still greater in the next month. Burnside 
was defeated at Fredericksburg, losing nearly 14,000 men., A 
third issue of United States notes was foreshadowed. In Con- 
gress the administration was sharply attacked for the suspension 
of the writ of abeas corpus and for the monitory proclamation 


of emancipation. Meanwhile there was a quarrel in the repub- 
lican ranks. The caucus of the senate advised the President to 
reconstruct his cabinet, and in consequence the Secretaries of 
State and of the Treasury both resigned, but were prevailed 


upon by Mr. Lincoln to remain in office. Under this combina- 
tion of depressing influences the first year of the paper standard 
closed with a depreciation of nearly 25 per cent. 

During January and February the fall of the paper currency 
was accelerated by the framing and first passage of the third 
legal tender act, as shown above. Other events had but a 
temporary effect on the value of the currency. On the Potomac 
all was quiet, Burnside being relieved by Hooker. Rosecrans 
foiled Bragg with great loss at Murfreesboro, but Galveston was 
recaptured by Magruder. 

This period, May 1862 to February 1863, commenced with 
a depreciation of but 2 per cent., and ended with one of 42 per 
cent. From May to November the dominating causes of the 
decline were military disasters and the second issue of greenbacks. 
McClellan’s peninsular campaign was a melancholy failure. 
Richmond was not taken; instead, Lee invaded the North. 
When the offensive was again assumed by the Confederates, the 
defeat of Fredericksburg resulted. What success had been won 
in the West could not counterbalance these disasters. To this 


* New York 7imes, money article, November 10, 1862. 
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ill fortune in war was added the political defeat of the adminis- 
tration in the autumn elections. From December to February 
the fall was more rapid, but now owing rather to the third issue 
of the legal tender currency than to military events. 


3. The rise from March to August 1863. 

February closed with currency at $57.97. March brought a 
reaction. There were no decisive military operations ; but Con- 
gress passed the National Banking Act and gave the Secretary of 
the Treasury almost unlimited power to borrow money.’ The 
former law raised the value of the government’s notes, because 


it was thought—erroneously, as the results proved—that it 
would afford a considerable revenue by compelling banks to 
buy Federal bonds as security for their note issues.2_ Moreover, 
“success quite beyond anticipation,” as Secretary Chase said, 
“attended the efforts to obtain loans from the public.” 3 

The same favorable causes continued to operate in April. 
An unsuccessful attack upon Charleston (on the gth of the 


month), however, checked the rise. But Grant was beginning 
to press Vicksburg closely, and Hooker executed a well-planned 
movement across the Rappahannock. These events were encour- 
aging, and the average for April was a little higher than it had 
been in March, as March had been higher than February. 

During the first week of May there was a heavy fall, due to 
the great defeat at Chancellorsville. But Grant’s series of vic- 
tories in Mississippi, ending with the complete investment of 
Vicksburg, and the large public subscriptions to the loan, led to 
another rise, so that the average for May was slightly higher 
than that for April. 

June presents a striking example of an appreciation of the 
currency —small, to be sure—despite military disaster. After 

‘Banking Act of February 25, 1863 (12 Statutes at Large, 665, and Ways and 
Means Law of March 3, 1863 (2d7d., p. 709). 

* See Bankers’ Magasine (New York), vol. xviii. p. 817; Report of the Secretary 
of the Treasury, 1863, p. 2. “The loan act and the national banking act were fol- 


lowed by an immediate revival of public credit.” 
3Executive Document No. 66, XX XVIII Congress, first session. 
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Chancellorsville, General Lee invaded the North. He destroyed 
an army corps at Winchester June 13, then crossed Maryland, 
and by the end of the month reached Gettysburg, seventy-five 
miles north of Washington. On the 16th a call was issued for 
100,000 six months’ militia to repel the invasion. In the West 
nothing decisive was accomplished; Grant still pressed Vicks- 
burg, but still without result. Meanwhile the political opponents 
of the administration seized the moment to push their agitation 
against the conduct of the war. Mr. C. L. Vallandingham, who 
had been arrested for treasonable utterances, was nominated for 
governor of Ohio. At New York a great “ peace meeting’”’ was 
held. All this made the latter half of June a very dark period 
for the Union cause. But the machinery of the national loan 
was now thoroughly organized, and, while Lee was advancing, the 
treasury was receiving one and one-half to two and one-half 
millions daily for government bonds. The fact that the gov- 
ernment was able to borrow on so large a scale, even at this 
crisis, had a great effect in maintaining its credit, and hence the 
value of its notes. So, while Lee’s invasion caused a heavy fall 
in the middle of the month, there was a reaction after the first 
scare subsided, and for the month the average value of the cur- 
rency was $2.00 higher than in May. 

If June had shown the possibility of a rise in the face of 
military reverses, July showed how powerful a stimulant was 
military success. It was a month of victories—Gettysburg, 
Vicksburg, and Port Royal. Morgan was captured in Ohio on 
an attempted cavalry raid. On the 15th President Lincoln 
appointed a day of thanksgiving, and on the 25th President 
Davis a day of fasting and prayer. The advance of the currency 
over June was $7.40. 

August continued the good times. In a military way the 
month was quiet, but in the West steady progress was made. 
Much encouragement was received from the vigorous pushing 
of the siege of Charleston.?, The draft in New York, which had 
* Bankers’ Magazine (New York), vol. xviii. p. 607. 

? New York Zimes, money articles, July 15, 17, and August 26, 1863. 
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been interrupted by riots, was resumed and completed. Elec- 
tions in Kentucky, Vermont, and California resulted most favor- 
ably for the administration candidates. Under these circum- 
stances the currency reached 79.50—a higher level than was 
again attained during the war. 


4. The fall from September 1863 to July 1864. 


Many had expected after the great victories of July that the 
end of the rebellion was at hand. But Lee, instead of being 
annihilated, was suffered to withdraw unmolested across the 
Potomac, and he was soon confronting Meade in the old positions 
along the Rappahannock. Soon news of positive disaster was 
added to this disappointment. At Chickamauga Rosecrans lost 
16,000 men and narrowly escaped the destruction of his whole 
army. The news caused a fall of nearly $3.00 in a single day. 
So the currency declined from $78.80 on the opening day of 
September to $69.87 on the 2gth. 

From the last of September to the end of the year there 
was a slow but steady depreciation. The lowest point of the 
period was $63.80— October 15—-when Lee and Meade were 


racing for Washington. When Meade won, the currency rose 


again. October elections favored the administration. In Novem 
ber the lowest prices, those of the 21st and 23d, were due to 
the investment of Knoxville by Longstreet, the highest, on the 
27th, to Grant’s victories at Chattanooga. December was a 
very quiet month. The finance report declared against any fur- 
ther issue of United States notes, but revealed an immense and 
rapidly increasing debt. Meade’s recrossing of the Rapidan to 
go into winter quarters was the occasion of the lowest quotation 
of the month.’ 

During the first three months of 1864 the decline continued 
at a slightly faster pace. February 1 a draft for 500,000 men 
was ordered. Later in the month came news of the defeat of 
the Florida expedition at Olustree. Kilpatrick’s successful raid 
around Richmond had less influence. In March the ill-fated Red 


"New York Zimes, money article, December 3, 1863. 


Kk NS 


As aml a PE Raa AY tae ltt 9 eS Re 








VALUE OF GREENBACKS DURING THE CIVIL WAR 159 


River expedition set out. The Confederate General Forrest, who 
had been raiding in Tennessee, was severely repulsed near the 
end of the month at Paducah. But more important was the 
slowness of Congress in voting adequate taxes. Even the New 
York 7ribune became impatient. ‘A Congress fit to exist,” 
it said, ‘‘ would have matured and perfected some sort of finance 
system before the close of its fourth month.’”* 

In April Congress still passed no revenue laws, and the war 
news was unfavorable. The massacre of Fort Pillow, the failure 
of the Red River expedition, Steel’s evacuation of his position 
in Arkansas, the Confederate capture of Fort Williams, and 
later of Plymouth, in North Carolina, all combined to make a 
gloomy commencement of the spring campaign.” Slight suc- 
cesses in Texas, Grant’s preparations for a vigorous advance, 
and Union gains in the elections in Connecticut, Rhode Island, 
Missouri, and New Jersey could not counterbalance these dis- 
asters and the inactivity of Congress. Consequently the cur- 
rency fell $3.50 below the average of March. 

In the first half of May there was a rise. Grant crossed the 
Rapidan and fought the battles of the Wilderness. Every rumor 
from the field caused a rise or fall of the currency,3 but despite 


Grant’s enormous losses he was thought to have the advantage, 
so that the general trend of the fluctuations was upward until 
near the middle of the month. But Butler allowed himself to 
be penned up in Bermuda Hundred, where he could not assist 
Grant, and Congress still did nothing. So there followed 


another decline, and the average for the month was $1.20 lower 
than for April. 

During these first five months of 1864 there had been a 
depreciation of less than $2.00 a month, due to lack of progress 
in subduing the rebellion and the dilatoriness of Congress in 

* Editorial article, March 29, 1864. 

? The feeling of depression is shown by the New York 7ridune’s remarks : “ With 
perhaps a single exception, the important military events which we have been called 
upon to record since the early opening of the campaign have been disastrous to the 
national cause.” April 29, 1864. 

3 £. g., see New York Z7imes, money article, May 12, 1864. 
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providing taxes. In the next two months this rate of deprecia- 
tion was greatly accelerated by a new factor—the “ gold bill.” 
This measure was the consummation of a series of governmental 
attempts to increase the value of the currency, which we must 
turn back to recount. 

It was the theory of the Treasury Department that the 
premium of the gold market was the effect of a rise of gold pro- 
duced by speculation. Could this artificial rise of gold be 
checked, it was thought, the premium would fall and the credit 
of the government be improved. Acting on this principle, Con- 
gress, on March 3, 1863, laid a stamp tax upon time sales of 
gold, amounting to one-half of 1 per cent. of the amount plus 
interest at 6 per cent. per annum.’ News of the passing of this 
law caused the currency to rise from $58.22 on the 3d of March 
to $66.67 on the 6th; but the gold market quickly rallied, and 
by the 10th the currency had fallen again to $61.35.” 

A second attempt was made a year later. At this time the 
government was receiving more gold from customs duties than 
was required to pay interest on the public debt. The excess 
was accumulating in the New York subtreasury. It was thought 
that if this large supply could be suddenly thrown on the mar- 
ket it would break the corner in gold and cause a fall of the 
premium. With this intent, Congress authorized the Secretary 
of the Treasury to sell any surplus gold not required to pay 


interest.3 This measure, also, caused a temporary rise of the 
currency, from $59.61 on the oth, when it was expected to be 
lost, to $62.06 on the 17th, when it was approved by the Presi- 
dent.* 


Mr. Chase, however, was loath to use the power thus given 
him to sell gold, except as a last resort. He had another plan. 
Importers with customs duties to pay had to buy the necessary 
gold in the “gold room” or stock exchange. Chase thought 
the premium would fall if this demand were taken out of the 

*§$ 4,5. 12 Statutes at Large, 719. 

*See money articles of New York Zimes and Tribune. 


3Joint resolution of March 17, 1864. 13 Statutes at Large, p. 404. 
4New York 7ribune, money articles, March 9, 11, 12, 15, 1864. 





VALUE OF GREENBACKS DURING THE CIVIL WAR 161 


market. Consequently he announced that importers would be 
allowed to deposit paper currency with the subtreasury, receive 
in return certificates of deposit of gold at a rate a trifle below 
the current premium, and use these certificates in payment of 
customs.* 

The announcement of this plan caused a fall of gold from 
169% on the 26th to 16534 on the 29th of March. This day 
certificates were sold at 165%, and for the 30th the price was 
set at 164. The market quotation followed, and for the next 
day the price of certificates was 163%. But this time the 
market did not yield, and in consequence the rate for certificates 
had to be raised to 165 on April 1, and to 166 on the 2d. This 
meant the defeat of the plan. Instead of the treasury being 
able to dictate to the market what the price of gold should be 
each day, it was obliged itself to accept the dictation of the 
market. However, the plan was kept in operation two weeks 
longer. The rate for certificates was set permanently at 165; 
but the market quotation regardless of this rose to 175 on the 


12th. The next day Mr. Chase issued an order stopping the 
sale of certificates after the 16th.? 


Balked in this scheme, Mr. Chase came to New York on the 
evening of April 13th and ordered the surplus gold in the sub- 
treasury to be sold.3 On the 14th the gold quotation had 
reached 177%. In seven days, by selling about eleven millions 
of gold, the quotation was forced down to 166%. Considering 
the effort made, the result was trifling. When the pressure was 
removed, the rise recommenced. Four days after the sales had 
ceased gold was higher than ever, and Mr. Chase himself was 
forced to recognize the futility of further sales.‘ 

Undiscouraged by these two failures, Mr. Chase tried a third 
plan, that of satisfying the export demand for gold by selling 
exchange upon London at a rate below that prevailing in the 


* See official announcement in the New York papers of March 29, 1864. 

? Published in New York 7ribume, money article, April 16, 1864. 

3 SCHUCKERS, Life of Chase, p. 358. 

4See his letters of April 15 to Mr. Lincoln (SCHUCKERs, p. 359), and that of 
April 19 to Horace Greeley (WARDEN, Life of Chase, p. 581). 
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market.' This had still less effect than the earlier attempts. It 
caused a fall of gold from 18154 on May Ig to 181 on the 2oth. 
But the next day gold began to rise again, and on the 24th the 
treasury was forced to raise its price for exchange,? thus 
acknowledging a third defeat. 

Why these three attempts to reduce the premium failed is 
evident. They were based on the assumption that gold had 
risen in value—whereas, in fact, it was the paper currency that 
had fallen. Not increasing the supply of gold by government 
sales, nor decreasing the demand for gold by selling custom 
certificates or foreign exchange, would avail to lower the pre- 
mium, but a strengthening of the government’s credit by the 
winning of victories and the imposition of adequate taxation. 

Though all his efforts had so far miscarried, Mr. Chase was 
more determined than ever to reduce the premium.3 One resort 
was left him: he had failed to control the gold market, it 
remained to try abolishing the market altogether. With this 
idea he urged the “gold bill” through Congress. This law, 


approved June 17, forbade all dealing in gold on time, and pro- 
vided that gold contracts should be made only in the office of 


one of the parties to the transaction.‘ 

Gold opened in June at 190 and rose steadily as the prospect 
that the “gold bill’’ would be passed became greater, till it 
reached 197% on the 15th—the day the senate agreed to the 
bill. When the law took effect, the ‘gold room” was closed, 
and at the stock exchange the precious metals were dropped 
from the call list; for it was now unlawful for brokers to buy 
and sell gold outside of their offices. Persons who needed gold 
to pay customs or to send abroad were forced to go from one 
office to another inquiring the price.’ There being no organized 
market, there was no regular quotation, and the prices demanded 

* New York Zimes, money article, May 20, 1864. 

? Jbid., May 24, 1864. 

3June 16, 1864, he wrote to Horace Greeley: “The price of gold must and shall 
come down, or I’ll quit and let somebody else try.” WARDEN, Life of Chase, p. 603. 


413 Statutes at Large, 132. 
5 New York Herald, money article, June 24, 1864. 
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by different brokers varied so widely that June 27 there was 
a difference of Ig points between the lowest and highest 
selling rates. Business was so greatly inconvenienced that a 
meeting of bankers and merchants convened on the 22d and 
appointed a committee to recommend necessary alterations in 
the law.* | Two days later the committee called upon Mr. Chase 
in Washington to urge the repeal of th act. At a loss what to 
do, he had already authorized the assistant treasurer at New York 
and Mr. Jay Cooke to take such measures as would arrest the 
rise of the premium.3 But they could do nothing, and the rise 
went on. Mr. Chase was now at his wits’ end; he was very 
loath to repeal the bill,t and yet there was no other way to 
remedy the situation. In this dilemma he sent his resignation 


to President Lincoln, June 29, and next day it was accepted.5 
The vacant position was offered to Governor David Tod of 
Ohio. When he declined it, Senator Fessenden was prevailed 
upon to assume the responsibility. Two days after his appoint- 


ment the President approved an act repealing the “gold bill.’’” 

The great fall of the currency, that appeared as a rise of the 
premium, in June and July was, however, by no means due 
solely to the “gold bill” blunder. Military events were not 
favorable. After his fearful losses in the Wilderness, Grant 
had been compelled to give up the idea of taking Richmond by 
assault. The dreadful repulse at Cold Harbor, June 3, was 
followed by unsuccessful cavalry raids against Lee's communica- 
tions and the failure of the assault in the Petersburg mine. 
Then Hunter, moving to capture Lyachburg, was compelled to 
retreat by the sudden appearance of Early. with a larger force. 
This opened the way to Early for a dash upon Washington, 

* See account of the meeting in New York papers of June 23, 1864. 

? Extract from Chase’s diary, WARDEN, Life of Chase, p. 607. 

3 Letter to J. Cooke, WARDEN, p. 606. 

4See his own account of what he said to Fessenden in regard to the matter, 
WARDEN, p. 619. 

5 WARDEN, p. 614; SCHUCKERS, Life of Chase, pp. 508, 473-488. 

© LINCOLN’s Works, vol. ii. p. 540. 

7 Act of July 2, 1864; 13 Statutes at Large, p. 344. 
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which was almost successful. Though missing this prize, he 
conducted a successful campaign in the Shenandoah valley, not 
being checked until September. Meantime Grant, having been 
compelled to send an army corps and a portion of his cavalry to 
confront Early, was on the defensive in July. In the South 
Sherman was, as yet, making but slow progress against the 
wary Johnson in the campaign about Atlanta. It seemed 
indeed in June and July that almost no advance was being made 
in subduing the rebellion despite the prodigious expenditure of 


money and blood. 

But the financial prospect was yet darker. Congress had, in 
March, authorized the issue of 200 million dollars of five-forty 6 
per cent. bonds. In selling these, Secretary Chase determined 


to dispense with the employment of the special agents who had 
made the great loan of 1863 so successful, and also to lower the 
interest to 5 per cent. as a compensation for lengthening the 
time limits to ten and forty years. Asa result the loan was a 
dismal failure. By the end of June but $73,337,680 of the 200 
millions had been sold.*’ Another loan of 33 million dollars was 
advertised June 25, but so unflattering was the reception that it 
was withdrawn a week later.2, Meanwhile the outstanding cer- 
tificates of indebtedness had mounted to 162 millions, unpaid 
requisitions upon the treasury to 72 millions, and the cash bal- 
ance on the Ist of July had dwindled to less than 19 millions. 
At the same time the government was expending two anda 
quarter million dollars daily.3 | Add to this that there was little 
chance of quick improvement, because Congress had delayed 
passing the revenue acts until the last day of June, and the des- 
perate state of the finances becomes apparent.* 

Under these circumstances the fall of the currency is not 
hard to understand. News of Mr. Chase’s resignation, coming to 

*BAYLEY, National Loans of the United States, pp. 48 and 164; SCHUCKERS, 
Life of Chase, pp. 348 ff.; SPAULDING, pp. 190 ff. 

* Report of the Secretary of the Treasury, 1864, p. 20. 

3 Jbid., p. 19. 


4 The revenue laws were the Ways and Means, and the Internal Revenue Acts. 
13 Statutes at Large, pp. 218 and 223. 
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New York July 1, was interpreted to mean that the treasury was 
practically bankrupt,* and consequently caused the currency to 
fall to $40.00. Senator Fessenden’s appointment produced a 
temporary rise, but the fright was not over, and when the “gold 
room” was reopened July 5, after the repeal of the ‘gold bill,” 
the fall continued until the 11th, when the lowest point of the 
war, $35.09, was reached. The highest gold quotation of this 
day was 285. Though the crisis was passed, the market yielded 
very stubbornly. On the 15th currency had risen to $40.98 ; 
but a relapse carried it back, and the closing price of the month 
was about $39.00.” 


5. The rise from August 1864 to May 1865. 


Though military and financial affairs brightened very slowly, 
there was a tolerably steady advance of the currency during 
August. The pace was quickened in September by news of the 
capture of Atlanta and later by Sheridan’s victories over Early 
in the Shenandoah valley, and also by the fact that Grant was 
able to assume the offensive again against Lee. The demo- 
cratic convention in Chicago caused but a temporary reaction, 
so that the average value of currency for the month was $5.50 
above that of August. 

During October the appreciation continued, for Grant gained 
some ground against Lee; Sheridan demolished Early’s army at 
Cedar Creek; Hood, coming north from Atlanta, was repulsed 
at Altoona pass; and the Albemarle and Florida, two notori- 
ous southern cruisers, were destroyed. In November came a 
curious reaction, due to the presidential election. Mr. Lincoln’s 
election was taken to mean an indefinite continuation of the war, 
and naturally this idea lessened the value of the government’s 
notes. 

The interrupted rise recommenced in December, when Hood's 
army was destroyed at the battle of Nashville, and Sherman 

* Compare the New York World of July 6, 1864. 

?On the operation of the “ gold bill” see MEDBERRY, Alen and Mysteries of Wall 


Street, pp. 250 ff.; ScHUCKERS, Life of Chase, chap. 36; BOLLES, Financial His- 
tory of the United States, 1861-1885, pp. 140-47. 
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accomplished his march to the sea and captured Savannah. The 
favorable effect of these great successes was partially neutral- 
ized by General Butler’s failure to take Fort Fisher, by a call 
for 300,000 more troops, by the disappointment in Secretary 
Fessenden’s finance report, and by a curious bill introduced 
into the house of representatives by Thaddeus Stevens impos- 
ing penalties upon anyone who should pay more than its face 
value for gold coin and less than its face value for paper 
money.” 

In January the only important event was the final capture of 
Fort Fisher. But this, together with peace rumors, sufficed to 
continue the gradual rise of the currency. During February 
Charleston and Wilmington fell, and Grant beat off an attack 
made upon his lines by Lee. The failure of the ‘‘ peace confer- 
ence” at Hampton Roads was depressing. Still, the rise con- 
tinued, so that the currency finally regained the level which it 
had held in October before the relapse caused by the election. 

In March the very slow rate of appreciation suddenly became 
very rapid, because of the opening of the spring campaign. Word 
came March 14 from Sherman, who had not been heard from 
since early in February, that his army had safely reached Laurel 
Hill, in North Carolina ; and later came reports of his victories 
of Averysboro and Bentonville. Meantime Sheridan joined 
Grant before Petersburg. Lee’s position becoming desperate, 
he made a last assault upon the encompassing lines, but was 
driven back. Then Grant commenced the advance that was to 
end the war. In Washington, President Lincoln’s second 
inauguration occurred, and Senator Fessenden was replaced by 
Mr. Hugh McCulloch as Secretary of the Treasury. All this 


was favorable, and the average value of currency for the month 
was $8.80 higher than it had been in February. 

In the first two weeks of April matters culminated with the 
victory of Five Forks, the capture of Petersburg and Richmond, 
Lee’s retreat and surrender. A little later Sherman ‘took 


* The full text of this bill may be found in the New York 77ridune, December 10, 
1864. For its effect upon the gold market see *sid., money articles, December 6 and 7. 
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Raleigh, and Johnson’s army capitulated. President Lincoln’s 
death was the one untoward event. Notwithstanding it the 
currency gained $9.80 over March. 

During May there was a further advance of $6.40 above the 
average for April. Armed resistance ceased, President Davis 
was captured, and the war was over. Moreover, McCulloch 
commenced the negotiation of the great 7-30 loan to pay the 
army, and met with remarkable success. In these last three 
months of the war there was an appreciation above February of 
$25.00. 


6. Decline from June to December 1865. 


After the war was over, the gold market became calm, indeed, 
compared with what it had been. Great fluctuations gave place | 
to slight variations from day to day. A reaction naturally fol- 
lowed on the first joy caused by the cessation of hostilities. 
May 11 marked the high-water point— $77.82. After that 
there was a slow decline. Although the 7-30 loan was readily 
subscribed, it led to a great increase of the debt. Moreover, 
there was some danger of war with France because of Napoleon’s 
maintenance of Maximilian in Mexico. By November the cur- 
rency had depreciated $5.70 below the level for May. 

December brought a slight reaction, due to Mr. McCulloch’s 
finance report recommending a speedy resumption of specie 
payments and the warm indorsement of this policy by the house 
of representatives. Wescey C. MITCHELL. 


THE UNIVERSITY OF CHICAGO. 


THE ECONOMIC SITUATION IN JAPAN. 


Durinc the period of national isolation the emperors of Japan 
lived in inactivity and seclusion at the court of Kyoto, while the 
actual administration of affairs was carried on by the shoguns of 
the Tokugawa family residing at Tokyo. The immediate rule of 
the several provinces was in the hands of the daimyos, who were 
required to reside a part of the year in the shoguns’ capital. 
Each daimyo held in his service a body of trained soldiers, who 
were supported by him, and who constituted his train for display 
and his guard for defense. The mass ofthe people held a position 
not greatly unlike that of the serfs of medieval Europe. The 
ports were closed to foreign trade ; importation and exportation 
as well as immigration and emigration were prohibited. By this 
isolation the nation was thrown upon its own resources. It was 
obliged to produce its own food, and in its industrial and artistic 
life it was forced to seek original and independent development. 
Although this was an age of external peace, yet the internal order 
was often disturbed by collisions between the different bands of 
retainers. 

The food to supply the increasing demands had to be won 
from the soil by more careful and intense cultivation. But this 
cultivation has hitherto been confined to a small part of the terri- 
tory of the country; not more than 18 per cent. of the whole 
area has been devoted to agriculture ; and this limited area of tilled 
land has had to bear the whole burden of feeding the people. 
This strong demand for food from a small territory has had a 
marked effect on the conditions of Japanese life. It has kept 
agricultural labor turned to the products of commodities imme- 
diately suited to domestic consumption ; and among the possible 
products it has directed attention especially to those that would 


furnish, froma given area and with a given amount of effort, 


the maximum of sustenance. From this point of view rice appears 
168 
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to have been the favored product. Wherever the land can be 
flooded, it has been found advantageous to devote it to the cultiva- 
tion of rice,and thus, onaccount of the abundance of water, the rice 
fields have come to occupy a large part of the tillable soil of the 
country; not merely the flat portions, but also the lower hillsides ; 
for by building retaining walls of earth or stone, the sloping lands 
have been terraced and perfectly adapted to this form of produc- 
tion. Undoubtely the economic motive has been satisfied by this 
wide extension of rice cultivation, but it forces upon those 
engaged in it a more undesirable occupation and more unattractive 
conditions of living than are presented by any other form of agri- 
culture. The fields are manured by transporting to them from 
the towns, either in boats or on carts, what would be carried off 
by the sewers of an American city. Throughout the season of 
preparing the ground and planting and cultivating, the peasants 
work up to their knees and elbows in the enriched mud of the 
rice paddies, and at night lie down in their damp, thatched houses 
to breathe the emanations of the filthy artificial swamps around 
them. 

By the restoration of 1868 feudalism was set aside, the 
shogun and the daimyos were divested of power, and the emperor 
came forth from his seclusion to be the real governmental head 
of the nation. By a strictly conscious effort certain social forms 


that passed away in Europe through centuries of growth were 


here changed in the course of a few years. The restoration 
swept away the form of political medizvalism, yet the religious 
institutions and ceremonies remained comparatively unchanged. 
The old temples have the forms of a thousand years ago, and the 
doctrines, to the bulk of the people, are as mysterious as in the 
earlier years. 

As one passes over the country from city to city, he may 
not discover signs of great physical changes from the conditions 
of the feudal age. On their little farms, practically without the 
aid of animals, the country people are performing their numerous 
duties just as they have been performing them for three hundred 
years. On the highways men, women, and children, attached 
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to freight trucks, do the work of beasts of burden and that, too, 
in competition sometimes with the railway. Yet the contrast 
between the conditions of the past and the present in the country 
is as real as inthe city. It requires, however, an effort of the 
historical imagination to make appreciable this contrast. The 
change that has come to the peasants through the destruction 
of feudalism is rather a spiritual than a physical change. They 
toil for the same scanty fare as formerly, but their sense of 
nationality has been awakened, and their spirits stirred with 
patriotism. Forty years ago under the daimyos the country 
people were not far removed from serfdom. At present they 
enjoy the position of free citizens under the emperor. Under 
the old régime no resident of one province was permitted, 
without a special permission, to cross the border and enter another 


province. Now traveling for pleasure within the limits of the 


empire is a conspicuous feature of Japanese life. Formerly, on 
account of provincial restrictions, there were few marriages 
between persons residing in different provinces. Today mar- 
riages are contracted without regard to geographical consider- 
ations. For some part of the distance between Tokyo and Kyoto 
the railway runs parallel tothe old public highway known as the 
Tokaido. This was formerly the great thoroughfare of the 
country. Over it the ancient daimyos and their gorgeous trains 
of retainers were accustomed to pass to and from the eastern 
capital, where in obedience to their feudal superior, the shogun, 
they were obliged to reside a certain number of months in each 
year. The old highway is still used, but brilliant trains no longer 
enliven it, and it has fallen to the low estate of an ordinary 
country road. In some places, however, where it winds among 
the hills, it is still picturesque, and its ancient inns, about which 
yet hang the odors of antiquity, suggest the scenes which it 
witnessed in the feudal days. ‘ 

In place of the feudal government overthrown at the resto- 
ration there has been established, by the will of the emperor, a 
government having many of the qualities of the constitutional 
monarchies of Europe. The emperor stands as the head of the 
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state, holding still the power of an absolute veto, and command- 
ing a larger measure of reverence than is paid to the European 
monarchs. This sentiment of reverence for the emperor is so 
thoroughly interwoven with ancestor worship that religion and 
devotion to the imperial family are blended and form the con- 
stituent elements of Japanese patriotism. Under. the emperor 
there isa parliament of two houses, which is essentially a western 
institution. The upper house, or house of peers, is ‘composed 
of the members of the imperial family, of the orders of nobility, 
and of those persons who have been nominated thereto by the 
emperor.” The lower house, or house of representatives, is 
‘‘composed of members elected by the people, according to the 
provisions of the law of election.” This parliament meets once 
a year, and continues in session for three months, and if necessary 
the session may be prolonged by imperial order. The privilege 
of voting is extended to every male Japanese who is twenty-five 
years of age, who has resided in the district not less than one 
year, and who pays direct national taxes to the amount of not 
less than fifteen dollars. 

The general administration is conducted by a ministry, the 
members of which are appointed by the emperor and may be 
removed by him; but, according to the law, they are not respon- 
sible to the parliament. On this point, however, certain mem- 
bers of the liberal party are demanding that England shall be 
copied. A few months ago Count Ito affirmed his adherence to 
this view. ‘The ministers, it is true,” he said, ‘ are responsible 
only to the emperor; but if a cabinet had a majority against it, 
in both houses, the mikado would not screen it, so that a cabinet 
is always dependent on parliament.” 

The first striking point in this statement is the assertion 
that in case of a disagreement between the conclusion of the 
ministry and the conclusion of the parliament on any given sub- 
ject the emperor will, as a matter of course, forego his traditional 
and constitutional prerogative, and allow to be realized a govern- 
mental procedure unknown in Japanese history, and not contem- 
plated in the present fundamental law of the nation. The second 
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striking thing about the statement quoted is the assumption that 
because England, with her peculiar social antecedents and 
unwritten constitution, follows one procedure, therefore Japan, 
with entirely different social antecedents and a different consti- 
tution, should follow the same procedure. The emperor and his 
immediate advisers appear to stand in decided opposition to the 
plan of imposing upon the cabinet responsibility to parliament. 
In view of Japan’s lack of experience with constitutional govern- 
ment, the eagerness of Japanese politicians to make political 
experiments, and the probability that the parliamentary majority 
will in the future represent a stratum of society lower than that 
now in power and with little political training, the governmental 
procedure known as ministerial responsibility appears to the 
conservative advisers of the emperor to have the least possible 
adaptation to the affairs of that nation. It threatens to intro- 
duce into the conduct of the government the capricious vagaries 
characteristic of a people with newly acquired liberty, and makes 
doubtful the possibility of maintaining a strong, consistent, and 
farseeing national policy. 

Hitherto the Japanese have displayed remarkable ability in 
determining what institutions and practices they ought, and 
what they ought not, to adopt. It is not to be supposed, how- 
ever, that the westernizing movement will go on continuously at 
aneven pace. Progress is likely to be followed by reaction, and 
reaction again by progress. It is seldom that a stream flows a 
long distance without developing eddies and countercurrents 
along its course. One of these countercurrents in Japanese 
progress may be seen in the revival of nationalism that has come 
as a consequence of signal victory in the war with China. But 


this temporary reaction in Japan is only a normal manifestation 
of a nation’s confidence in itself confirmed by the trial of war. 
The strong self-confidence of the Japanese character, under the 
stimulated national spirit of the present, leads a large part of 
the people to assert their national self-sufficiency and their 
ability to carry on western civilization without direct western 
help. At the same time many Japanese who have become 
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familiar with western life and institutions hold to an opposite 
policy. They affirm the necessity of maintaining the closest 
possible relations with Europe and America. To a foreigner 
not moved by the patriotic feeling which at present warms the 
Japanese imagination the question does not appear to be a diffi- 
cult one. The programme of the extreme nationalists is neither 


a reasonable nor a practicable programme. Those who advo- 
cate isolation and at the same time progress along the lines of 
western civilization are attempting to maintain an untenable 
position. The principal obstacle in the way of accomplishing 
their purpose is the strength of native traditions and the lack of 
any participation, on the part of Japan, in the inheritance of 
western peoples. Under the force of the strong national spirit 
and traditions of Japan there is an almost irresistible tendency, 
even in the case of youth educated in America, to revert to the 
ancient ways and thought of their countrymen. 

In the matter of isolation the position of any one of the west- 
ern nations is quite in contrast with that of Japan. It is clear 
that an abrogation of the mutual dependence of European and 
American nations is quite impossible. These nations are bound 
by the ties of a common inheritance, and by the fact of a close 
relationship of languages ; they are, in fact, parts of one social 
being. Under the project of the extreme nationalists Japan 
would announce herself as able, after thirty or forty years of 
western apprenticeship, by her own efforts, to keep abreast of 
that progress which has ‘behind it the marvelous creative force 
of those nations that have led the material advance of the world. 

But one has only to observe the vast shipping from all quar- 
ters of the earth, which fills the harbor of Yokohama, to be 
able to appreciate that Japan’s ports can never be again closed 
to international commerce. Moreover, Japan has won her vic- 
tory over China by making use of material products of the West. 
Her present industrial achievements are due to the use of 
machinery furnished by the inventive genius of Europe and 
America. In fact, she owes both her industrial and military 
standing largely to her ability to make use of western appli- 
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ances in furthering her ambition to be a western power. And 
now, having entered the European circle, and thrown down the 
barriers that excluded foreigners, she has made impossible the 
ancient policy of isolation. In spite of the strong influence of 
the war in developing patriotism and the national spirit, as 
opposed to the provincialism of the old régime, the conflict with 
China has made a permanent return to non-progressive oriental- 
ism more than ever improbable. One of the reasons of this is 
the new relation which Japan holds towards China as the result 
of victory. Hitherto Japan has looked to China as the source 
of many of the elements of her civilization. Her most effective 
form of religion has come immediately from China ; her learned 
men have been brought up on the writings of Confucius ; and 
her art has received its most powerful foreign suggestions and 
stimulus from China. But Japan has come out of the war vic- 
torious, and it is, therefore, inevitable that she should now under- 
estimate Chinese civilization; for after the military overthrow 
and political humiliation ‘of a nation there is a universal disposi- 
tion to underestimate and cast an aspersion on the spiritual life 
and cultivation of the defeated nation. 

A civilized nation, therefore, that enters upon a foreign war 


places at stake not only its political and military standing, but 


also the prestige of its art and all the achievements of its 
national life. The conquering nation is bound to look else- 
where than to the conquered enemy for suggestions as to the 
development of its civilization. It is for reasons here involved 
that the influence which Chinese civilization has hitherto exerted 
upon Japan is likely to be weakened in the future; and there is 
in this a certain ground for the opinion that, in spite of the pres- 
ent reaction, the westernizing movement is to be maintained. 
With her ports open to the trade of western nations, it will be 
impossible to exclude western ideas ; and the importation of 
western ideas means, among other things, the ‘importation of 
western methods in industry and commerce. The open ports, 
moreover, involve the possibility of importing food in return for 
exported manufactured goods, which was not permitted under 
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the ruleof the shoguns. Through this privilege extended to the 
people it may be fairly assumed that the pressure for direct 
food production will be somewhat lessened, and that the area of 
land devoted to this purpose, particularly that devoted to rais- 
ing rice, will not be greater than it was under the old order of 
things. If other commodities produced and exchanged abroad 
will bring a larger amount of food than the effort involved would 
produce if devoted immediately to the growing of rice, the pro- 
duction of these commodities will be preferred under the free- 
dom and opportunities afforded by the circumstances of modern 
Japanese society. Thus silk for export is receiving more atten- 
tion, and is exchanged for American flour. The rapid growth 
of the silk and flour trade between the United States and Japan 
is a sufficient sign of development in this direction. 

Some light may be thrown on the economic situation and 
prospects of Japanese society by recalling the fact that the most 
conspicuous talents of the people are directed to artistic rather 
than to mechanical work. But it is to be noted that industrial 
progress, in so far as it consists in bringing the forces of nature 
to work gratuitously for the satisfaction of human wants, is 
largely the result of the activity of those nations whose talents 
find their proper field in mechanical invention and construction. 
Undoubtedly artistic taste and skill applied to production, as in 
France, tend to give currency and increased commercial value 
to wares, but artistic taste and skill alone will not give a nation 
industrial leadership. In many of their products the Japanese 
have shown great refinement of taste and great manual dexterity 


in carrying out their artistic conceptions, yet there is very little 


in their industrial products to indicate that they have ever pos- 
sessed any considerable degree of mechanical ability. Their 
early achievements show remarkable progress in certain lines, 
yet in mechanical construction they have not advanced beyond 
the first stages of industrial growth. At present they are 
employing some of the more complicated appliances for the 
development and application of power; but these appliances 
have been borrowed from the nations that invented them, but 
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they are used generally without improvement and often without 
the care necessary for their greatest effectiveness and longest 
possible preservation. 

A nation without more mechanical talent than Japan has thus 
far displayed, relying on other nations for its mechanical con- 
structions, is likely in the course of time to be obliged to use 
inferior machinery for communication or manufacturing as com- 
pared with those nations whose genius for invention leads them 
constantly to make improvements in their mechanical appliances. 
In this respect Japan will be handicapped in her industrial rivalry 
with England and America. On the other hand, in the lower 
wages of her laborers the manufacturers of Japan have a certain 
advantage over those of other nations, yet this advantage is 
not measured by the difference of wages; for, while the Japan- 
ese receive low wages, their efficiency is also low, particularly 
in the construction, repair, and use of machinery; and under 
the modern organization of production this kind of labor covers 
many of the more important departments. 

That wages in Japan are low is not sufficient evidence of the 
unhappiness of the people. The well-being of a nation is not 
measured by the amount of its pecuniary incomes. If the 
incomes of the great body of the Japanese are low, the workers 
may properly claim, from their own point of view, to have a cer- 
tain compensation in their easy conditions of work. High 
wages do not always appear as an unmixed good. They must 


be attended by rigorous supervision, compelling those who 


receive high wages to earn them, crowding the weak and unskill- 
ful to take lower places in the scale of labor, and leaving the 
ineffectives of every sort to fall into an unclassified mass 
below all recognized ranks of legitimate workmen. Where 
wages are low, as in Japan, the laborers work and rest at inter- 
vals quite according to their fancy, and the employer is not on 
the alert to see that every moment is made effective. They 
work as they are able or disposed, and not as they are forced 
to do where their achievements must justify higher wages. As 
wages are low enough, persons are employed to carry on an 
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undertaking easily, and the laborers leave their task not abun- 
dantly provided, it is true, with material luxuries, but still in 
possession of the great blessing of a cheerful spirit. Where 
very high wages prevail, it often happens that the physical 
powers are overtaxed, the health and strength of the laborers 
are consumed in a few years, and then, no longer able to meet 
the requirements of their task, they are early cast out into the 
rubbish heap of humanity. This is very largely the condition 
of men employed in the heavier kinds of manual labor in the 
United States. It is also in large measure the condition of 
women here engaged in household work. Where the high wages 
are paid which prevail in some parts of America, the number of 
employees in the house is necessarily limited, and the require- 
ment of each is accordingly heavy. In Japan, however, where 
wages for work in the house are low, the number of persons 
employed is relatively large and their work is light. Their life 
is comparatively easy, and not rapidly wasted in attempting to 
fulfill the conditions of very high wages. They are always 
properly dressed according to the conventionalities of their 
country, and their fortunate circumstances in the house leave 
them little reason to be dissatisfied with their lot. 

As Japan enters the common market of the western nations 
with her wares, her conditions of production tend to approxi- 
mate those of the nations with whom she competes. Her 
laborers, becoming better informed as to the rate of wages paid 
elsewhere, demand an increase. Already they are showing strong 
faith in strikes as a means of obtaining the end desired. More- 
over, the disposition of the people to entertain great respect for 
their own individual judgments under all circumstances furnishes 
good ground for the opinion that the strike will, for yet a num- 
ber of years, continue to be a favorite weapon of the Japanese 
laborers in their contests with their employers. But in spite of 
the movement towards western conditions of production, there 
is no indication that wages in Japan will ever reach the English 
or American standard; and it may be expected that, in spite of 
any rise of wages which may be brought about, the increased 
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efficiency induced by the organization and discipline necessitated 
under production on a large scale will leave the employer with 
essentially all the advantages he enjoys at present. 

The general conditions of labor in Japan at present are 
determined by the fact that production is carried on for the 
most part on a small scale. This state of things in the manu- 
facturing industries gives opportunity for individual artistic tal- 
ent to manifest itself. At the present time the artistic porcelain 
of Japan is made by a few individual workers, whose definite aim 
appears to be, as it was in old Japan, to maintain a certain high 
standard of quality, rather than to put on the market a large 
quantity. But, under the stimulus of an open foreign market, 
there are already observed the beginnings of production on a 
large scale, and the works of the recognized masters, such as 
Seifu, Tozan, and Rokubei, are every day becoming less con- 
spicuous in the whole amount of porcelain produced. In the 
exportations these works constitute an insignificant quantity, 
while the bulk of the articles of the potter’s art absorbed by the 
foreign market are cheap and ugly, and do violence to the tra- 
ditions of Japanese taste. 

It is possible that, in purchasing, the foreigner relies on 
Japan’s ancient reputation for superior artistic work, and regards 
the fact of production in Japan as a sufficient guarantee of 


quality. If this is his attitude, his delusion is complete, and he 


may, perhaps, some time rise to the thought that the Japanese 
are willing to continue to cater to his undiscriminating demands. 
But this course, on the part of the Japanese, involves a real 
danger for themselves; for it is hardly to be supposed that they 
are so unworldly as to refuse te fill profitable foreign orders for 
inferior wares. When, therefore, these orders reach such an 
amount as fully to engage the productive capacity of all the 
producers, there will remain no force to be devoted to the pro- 
duction of such wares as have given Japanese potters their 
reputation for skill and refined taste. In this process, yielding 
to the demands of commerce with the barbarians of the West, 
there is an unmistakable danger that their taste and critical 
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judgment will be weakened and corrupted, and that their hands 
will forget their cunning. It is a noteworthy and lamentable 
fact that wherever, throughout the East, the artistic oriental 
has encountered the commercial and mechanical nations of the 
West there has been a marked degeneracy in his taste and a 
decline in his artistic creative capacity. 

The survival of production on a small scale may be seen in 
agriculture as well as in the various forms of industry. For 
agricultural purposes the land is divided into small holdings, 
and is cultivated today in essentially the same manner as under 
the old régime. On the lower lands one rice field follows 
another in endless succession. At first one is surprised at the 
abundance of water which makes these fields possible. Although 
by no means an arid country, the value of agricultural land in 
Japan depends very largely on the possibility of flooding it, and 
thus adapting it to the production of rice. The control of the 
water is, therefore, of fundamental importance. This control, 
however, is not to be explained from the point of view of 
riparian rights. The title to the water inheres in the imperial 
government, but those who use it use it without making payment. 
The government’s theory in the matter seems to be that its 
revenues will be large as the rice crop is large, and that the rice 
crop will be large if the peasants are allowed a free and abun- 
dant use of water. It would be difficult to carry out this theory 
if Japan had relatively no more water than New Mexico. If on 
any occasion the supply is inadequate, there is naturally a con- 
flict between those demanding its use. In this case the ques- 
tion at issue is settled by the chief administrative officer of the 
primary political division, or commune. It may happen, how- 
ever, that the parties involved in the case belong to different 
communes. In this instance the decision will be rendered by 
the administration of the next higher district, which embraces 
under its jurisdiction both contestants. The highest source of 
authority in matters relating to the use of the water of the 
streams is the supreme imperial administration. This arrange- 
ment appears to be extremely simple; yet in periods of drought, 
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when there is need or the immediate use of water to preserve 
the growing crops, difficulties may arise in carrying out the law. 
Under such circumstances the decision by the proper authority 
may be delayed, and the immediate need of a settlement may 
result in a resort to force. The local conflicts about water, of 
which we sometimes hear, have their origin in this condition of 
affairs. 

Within the present view there appears no force that is likely 
very soon to revolutionize the condition of the Japanese engaged 
in agriculture. The social development that is expected as a 
result of the connection established with western nations does 
not offer a prospect of any important change in this field. In 
the manufacturing industries, however, there are marked signs 
of development. These are seen, in certain linés of production, 
in the departure from individual to corporate industry, and in 
the attempt to secure the advantages of manufacturing on a 


large scale. These changes are especially noteworthy in the 
manufacture of cotton goods. The advance along this line has 
been so great that the Japanese would be pleased to have the 


achievements made in this direction considered as typical of the 
industrial progress of the nation. They like to speak of Osaka 
as the Manchester of Japan. The products of the Osaka mills 
find their largest foreign market in China, but some of them are 
carried as far as India. The sales in India are viewed with 
satisfaction, because they represent successful competition with 
English producers on territory under English rule. In carrying 
on this industry the raw cotton and the machinery are imported, 
and the domestic advantage is cheap labor. In seeking to 
maintain this industry in their own hands, the Japanese will be 
obliged, under the revised treaties, to withstand the competition 
of foreign capital. They will be obliged to compete, moreover, 
with the superior ability in industrial organization possessed by 
the English, Germans, and Americans, who under the proposed 
treaty regulations will be able to getall the advantages of cheap 
labor now enjoyed by the Japanese manufacturers. For, through 
the revised treaties, foreigners residing in Japan and their 
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property are to be brought under Japanese law, and made sub- 
ject to Japanese courts. The extra-territorial jurisdiction which 
the foreign powers have exercised through their consuls in the 
open ports is to cease, and the subjects of these powers are to 
be permitted to reside, hold property, and transact business in 
any part of Japan. Japan will undertake to hold the same 
relation to foreigners that the leading civilized nations of the 
West maintain. It is presumed, therefore, in the treaties pro- 
viding for the new order of things that the Japanese are in a 
position to assume the government of foreigners and to admin- 
ister impartial justice with respect to them. But here is an 
assumption that is waiting to be justified by the facts of actual 
practice. The difficulties that may possibly arise will not be the 
result of unfriendly design on the part of the higher authorities 
of the state, but will rather proceed, if they appear, in the first 
place, from a failure of the officers immediately concerned to 
comprehend the point of view of foreigners, and, in the second 
place, from the inability of the officials to withstand the 
demands of an antagonistic populace. It will be difficult, more- 
over, to apply Japanese law to Englishmen or Americans with- 
out doing violence to their social traditions and their instincts 
of justice. It is possible, therefore, that Japan, in urging the 
treaty powers to make these concessions, has assumed a task 
she is not prepared to execute; and that either by uninstructed 
action, or by her failure to act when action is demanded, she 
will place the persons or property of foreigners residing in the 
country in such a position as to call for the interference of their 
respective governments. 

The progress that has been made in the manufacture of silk 
and paper is scarcely less conspicuous than that which has been 
observed in the cotton industry; but the paper for their news- 
papers is largely imported from the United States. Foreign 
methods and appliances are coming into use to give the advan- 
tages of production on a large scale. The important existing 
foreign trade 1n silk is almost entirely the creation of a single 
decade. It has already attained large proportions, and is one of 
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the most promising industries of the country. To the peasants 
it furnishes a much more agreeable and less degrading occupa- 
tion than the cultivation of rice, and it is capable of wide exten- 
sion. 

It is along these lines, in the development of the manufac- 
turing industries, that we must make our observations in order 
to determine the present economic situation in Japan. The 
progress already achieved in this direction carries with it the 
necessity of extending the foreign trade. But in this field of 
activity the nation is practically without training. Under the old 
order of things in Japan, the merchant as he is known in the 
history of western society did not exist. In the towns there 
were certain shopkeepers, but these were at the lowest extreme 
of the social scale; even the peasants stood above them in the 
public estimation. Their calling was condemned, and they were 
thought to derive advantage only at the expense of their neigh- 
bors. There was no place in Japanese society or Japanese con- 
ceptions for the great merchant as he appeared in the later cen- 
turies of the European Middle Ages, or as we find him in the 
great modern cities of Europe and America. If it is essentially 
true that members of any given class will live up or down to the 
estimate universally entertained regarding them, it is only nat- 
ural that the shopkeepers of old Japan should have held very low 
ideas and the most primitive notions gf commercial morality. 
Considering the comparatively few years that have passed since 
the abolition of the old social order, it is, moreover, not surpris- 
ing that Japanese traders should now be found on a lower plane 
of reliability than the merchants of the leading commercial 
nations of the West. But the fact thus apologetically explained 
is still a fact to be considered in estimating the prospects of 
direct trade between the Japanese and other nations; and it 
helps to make foreigners, in trading with the Japanese, prefer to 
deal with them indirectly through Europeans resident in Japan. 

In much Japanese work there is a lack of thoroughness ; but 
this is not the result of any moral defect inthe workers. Many 
wares fall short of the mechanical excellence required. If it is 
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a piece of silk, a larger thread at some point breaks the uni- 
formity of the texture, or some other apparently insignificant 
defect appears. In the works of the potters the wares that will 
bear the most careful scrutiny are only a small part of those 
produced. In the products of iron and steel this is even more 
emphatically true. The lack of mechanical thoroughness almost 
always leaves something to be desired. On account of this the 
nation is heavily handicapped in the construction of all forms of 
machinery, and some forms, like the higher grades of bicycles, 
are entirely beyond its present ability. These limitations are 
inherent in the character of a people that is always disposed to 
pronounce an artistic rather than a mechanical judgment. Yet 
it may happen that the artistic quality of certain wares will more 
than counterbalance any mechanical defect they may possess. 
This might very well be true in the case of porcelain and textile 
products, but no artistic quality of the bicycle would be an 
acceptable substitute for mechanical excellence. 

As the influence of the government in the ancient days was 
an important factor in the development of Japanese art, so under 
the new régime the government has helped materially to further 
the progress of the modern practical arts. It has promoted vari- 
ous industrial and commercial undertakings. Some of the rail- 
ways are owned and managed directly by the government. In 
other cases ownership and control of business ventures are held 
indirectly by the government through organizations like private 
corporations. In still other instances governmental aid is ren- 
dered through subsidies or extensive patronage. Under some 
form or other the hand of the imperial government of Japan is 
distinctly felt in the modern industrial and commercial revival 
of the country. Supported by its resources, projects are under- 
taken without immediate attention directed to returns. Some of 
the new steamship lines appear to have been established under 
these conditions. Perhaps gains were not expected. It may 
have been the design of the government that the steamers pur- 
chased for transport service during the war with China might be 
kept afloat and prevented from wasting in inaction. However 
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easy it may be to make a beginning when it is not necessary to 
consider immediately which side of the account is the larger, it 
is clear that even national undertakings in the field of industry 
and commerce must have some other justification than the mere 
desire of the nation to appear strong and prosperous. This is 
particularly true if the national expenditure is increasing faster 
than the national income, as has been the case in Japan during 
the last few years. Sucha condition of things might not excite 
alarm in a great country with large undeveloped resources, 
where the obligations incurred would be in effect diminished 
from year to year by increasing wealth and increasing popula- 
tion. But Japan, even with the incoming war indemnity from 
China, is at present not keeping her expenses down to the 
amount of her income ; and there is no immediate prospect of 
greatly enlarged revenues. 

Lack of resources is the most important barrier to Japan’s 
ambition to move at once into the society of the great powers; 
and one cannot contemplate this phase of her striving without 
being reminded of the sorry fate of Italy in attempting to carry 
out a similar purpose. After the achievement of political unity, 
Italy might have held a very dignified position as a third-rate 
power. She might have continued to enjoy her hereditary 
prestige in art, and to take pride in her early intellectual leader- 
ship. The world would not have demanded much of her, and 
she might have devoted her energies to the development of her 
internal administration and economic resources. But in an evil 
hour she determined to be a great military and naval state, and 
as a result of her ambition she has been for years on the verge 
of bankruptcy. It may not be wise to prophesy that Japan, 
moved by the ambition to be a great power, has entered upon a 
career which leads to a similar end. At the same time it is 
impossible to avoid observing here a certain parallel. Both 
nations have won distinction for their artistic creations. Each 
has a small territory and a large population, which has necessi- 
tated careful and intense cultivation, and left little opportunity 
in the present for agricultural growth. In both nations the 
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genius of the people is artistic. The Japanese and the Italians 
stand in sharp contrast with the mechanical English and Ameri- » 
cans, and by reason of their lack of mechanical talent suffer an 
obvious disadvantage in the rivalries of this industrial age. Yet 
during the last few years the Japanese have been enjoying their 
industrial honeymoon. They have started on a new career, and 
the way before them has seemed to be very easy and agreeable. 
Because they have not yet encountered the real difficulties of 
the industrial state, it is possible that they are living in the 
sweet delusion that there are no difficulties. With an extended 
use of credit, they will be likely to enter into the experiences of 
commercial crises, and, with the development of the factory 
system, have part in the practical problems that have been 
brought to the attention of western nations by strikes, lockouts, 
and mob violence. In whatever aspect Japan’s economic activ- 
ity is viewed, it is difficult to discover prospects of economic 
growth justifying sufficient expenditures to enable the nation to 
play the réle that is apparently the object of its ambition. 

In view of the efforts of the United States to maintain high 
prices by artificial means, when the tendency of the general 
economic forces of the world is towards low prices, Japan 
becomes interesting, not merely on account of her internal 
affairs, but also as an element in the economic problem of the 
Pacific. External pressure broke the barriers of Japanese isola- 
tion, and enabled the people to rise from the position of a num- 
ber of almost independent and antagonistic provinces to be a 
nation in reality under an imperial ruler. Through the influence 
of a foreign war there was aroused a spirit of national patriot- 
ism, which has swept away the pettiness of the old provincial 
life, and put forth the demand that hereafter the nation shall be 
counted in the treaties among the most favored nations. When 
the marvelous revolution of Japan is repeated in China, and that 
nation becomes consolidated under the guidance of a great 
statesman, or partitioned and distributed among the strong, 
progressive nations of the West, we shall be obliged to modify 
our treaties with her, and place China, either as one great state 
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or as important dependencies of other states, on the list of the 
most favored nations. Then the bar for the exclusion of the 
Chinese from this country will necessarily fall, and, under the 


expectation of great gains here, the members of these two 


nations of the far East may become the strong rivals of Euro- 
peans and Americans in colonizing the territory of the Pacific 
states. BERNARD MoOsgs. 


UNIVERSITY OF CALIFORNIA. 








THE BEGINNINGS OF AMERICAN FINANCIAL 
INDEPENDENCE. 


A NATION may be called financially independent when its 


investments abroad exceed foreign investments within its own 
territory. These investments arise from the national interchange 


of services and commodities. The records of such international 
transactions from 1700 to 1789 indicate that when the United 
States began its career under the Constitution it owed other 
nations about 80 million dollars.‘ Whether it was able to reverse 
this situation in the next few decades is a question of importance 
to those who are interested in the evolution of American trade 
and credit. 

In the first customs-revenue law Congress made such regula- 
tions as were deemed necessary for ascertaining the amount and 
value of imports.? A year later, in August 1790, provision was 
made for ascertaining the facts as to exports. At first the 
official reports were made only when ordered by the house or 
senate. Fortunately, during this period of governmental 
indifference, Tench Coxe was doing his best, as Commissioner 
of Revenue, to create reliable statistics from such custom-house 
returns as were received.5 

In 1796a system of annual reports was established.° A letter 
of the Secretary of the Treasury written that year indicates that 
the existing laws provided no satisfactory means of ascertaining 
the value of imports.” In 1806 Secretary Gallatin called attention 

‘JOURNAL OF POLITICAL Economy, December 1897, p. 27. 

? United States Statutes at Large, vol. i. p. 69. 3 [bid., p. 145. 

4 Annals of Congress, 1 Congress, vol. ii. p. 1838. 

5See various reports and letters from Coxe in American State Papers on Commerce 
and Navigation, vol. i. 

© Annals of Congress, 1V Congress, first session, p. 44. 

7“ The secretary further observes, that there are no documents in the treasury 


which enable him to state the va/ue of those articles of merchandise, which have been 
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to the fact that no record was being made of the movements of the 
recious metals or of imports free of duty.t In 1812 he reported 
P 
the amount of exports for each year from 1791-1810.? This 
report is interesting because the amounts differ from those given 
in the annual reports, by sums ranging from $100,000 to nearly 
5 million dollars.3 These changes are apparently the result of 
careful revision, such as to inspire confidence in the final official 
record. 

An interesting contemporary review and estimate of official 
trade statistics and the methods used in obtaining them is found 
in the report of the then newly appointed Senate Committee 
on Commerce and Manufactures, December 20, 1819. The 
collectors usually accepted the statements of the masters of 
vessels as to kind and quantities, and in a few cases as to value 
of exports. Carelessness and ignorance made these statements 
inaccurate, but, as there was no motive to deceive, the errors 
probably balanced each other. The valuation of the exporter 
was usually accepted for re-exports subject to ad valorem 
duties and those not subject to duty. 

Imports free of duty had never been reported. Their value 
for fifteen years past was estimated at 45 million dollars. There 
was no Official valuation of imports subject to ad valorem 
duty. The merit of Pitkin’s estimates of imports* was conceded 
by the committee, but they make the following comment: 
“These estimates comprehend only the imports subject to 
duty. They give the imports subject to ad valorem duties 
at their foreign cost; with additions of ten and twenty per 
subject to specific duties on being imported into the United States. In respect to such 
articles the guantities only can be exhibited.”—American State Papers: Commerce and 

lavigation, vol. i. p. 322. 

* American State Papers on Commerce and Navigation, vol. i. p. 640. 

2 Jbid., vol. i. p. 926. 

3There were increases, in round numbers, of two million dollars for 1791, 
$250,000 for 1792, $100,000 for 1793, $5,555,000 for 1797, $200,000 for 1798, 
one million dollars for 1801, $500,000 for 1802, and a decrease of 2.5 million dollars 
in 1806. See Annual Reports, American State Papers on Commerce and Navigation, 
vol. i. 

4 PITKIN, Statistical View, 1817. 
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centum. They give the value of the imports subject to spe- 
cific duties, as that value was estimated to have been in the 
United States after importation. That value, of course, included 
freights, mercantile profits, and our own duties upon the articles. 
When the imports thus valued are placed in opposition to the 
exports of the same years [1795-1801 ], the contrast is remark- 
Upon the whole period of seven years the imports 
appear to exceed the exports by $99,493,327; . . . . and yet 
from every,source of information . . . . excepting only 
the public statements, there can hardly be any doubt that the 
exports exceeded the imports in every one of those years.” 
They say that this error is caused by valuing the exports at 
their prime cost in the United States, while to the prime cost of 
the imperts abroad there are added the great variety of charges 
mentioned above. No estimates had yet been made of the imports 
for most of the years during this period. 

In 1835 the seal of official approval was put on a series of 
estimates of these imports published in the report of the Secre- 
tary of the Treasury for that year. No attempt has ever been 
made to revise the figures then made. The report says that 
Pitkin’s estimate was taken for the years from 1795 to 1801, and 
that the amount for 1815 was taken from Seybert.t Estimates 
for the other years were made in the department. 


Our review of the sources of information as to the exports 
and imports of the United States has made it clear that we have 
no exact records in the matter. We have, however, so far as 
can be determined, the estimates of men painstaking in their 
work, and acting without any motive to deceit. 

What is given is the value of the exports at the port of ship- 
ment from the United States. To finda correct balance between 
exports so valued and imports, the value of the imports at their 
port of shipment should be used. This the official figures do 
not give, and it is therefore necessary to settle on some allow- 
ance for this discrepancy. 


*SEYBERT, Statistical Annals. 
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February 28, 1793, an official estimate of the value of imports 
for 1792 was sent to the senate.’ The details of the report 
show that an attempt was made to give the value at the port of 
shipment. There is a question whether imports not subject to 
duty were included. If they were not, then according to the 
report of the committee of 1819, an addition of about 5 per cent. 
should be made to this estimate. The estimate may otherwise 
be considered authoritative; but the revisers in 1835 added 16 
per cent. to its amount.’ 

Mr. Gallatin in 1806 expressed the opinion that the official 
estimates of imports for the years 1802, 1803, and 1804 are 25 
million dollars higher than the cost of the goods at the port of 
shipment.3 If we make this deduction, we find the results much 
lower than the estimates for those years published in Klodget’s 
Manual.‘ We can safely assume, then, that these estimates would 
have been indorsed by Gallatin as high enough for values at the 
port of shipment.’ But a comparison of estimates from 1790 to 
1804 shows that the total imports for that period, as given in 
the public records, exceéd those given by Blodget by 20 per 
cent.° Pitkin’s estimate of the imports for 1807 gives another 
opportunity of testing the official figures which are practically 
the same for that year. It is evident from the context that Pit- 
kin had made as large additions to the prime cost in this as in 
former estimates.’ 

* American State Papers on Commerce and Navigation, vol. i. p. 202. 

2? The estimate in 1793 was $25,027,126; in 1835, $29,200,000. 

3 American State Papers on Commerce and Navigation, vol. i. p. 643. 

4 BLODGET, Zconomica (Washington, 1806). 


5The Manual’s estimates for the three years is ten million dollars higher than 
Gallatin’s, but the former were intended to include the stock and furniture of emigrants. ° 
See Senate Documents, 1835-6, vol. i. p. 32. 

® The figures given by Blodget are as follows: 

1790 $17,500,000 1795 $48,000,000 1800 $71,000,000 

1791 19,000,000 1796 68,000,000 1801 88,000,000 

1792 22,000,000 1797 52,000,000 1802 7 3,000,000 

1793 26,000,000 1798 63,000,000 1803 56,000,000 

1794 34,000,000 1799 79,000,000 1804 80,000,000 


? Statistical View, p. 195. 
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No further opportunity for a test is to be found till the figures 
for 1815 are reached. These are said to be taken from Seybert, 
but Seybert quoted from Pitkin.* Pitkin himself says of this esti- 
mate that the values were much increased by the addition of the 
double duties charged during that year.? In the official figures for 
the year may be found a strange instance of compensating errors. 
By some mistake, instead of copying Seybert’s figures exactly, 
they recorded the imports for the year as 20 million dollars less 
than those figures show. This misquotation seems to have been 
copied in every subsequent official table of imports prepared in 
the last sixty-three years. But by another error, even more 
curious, the consequence of the first is probably much more than 
offset. The estimate which they attempted to copy, as giving 
the imports of the year ending September 30, 1815, was really 
made for the year ending December 31, 1815.3 The value of 
the imports subject to ad valorem duties, in the year for which 
Pitkin made the estimate, exceeded by 35 million dollars those 
of the year for which the officials wished a record. It seems 
likely, therefore, that, in spite of their lopping off 20 million 
dollars from Seybert’s figures, the officials have made an excep- 
tionally large addition to the port-of-shipment valuations of 
imports for the year 1815. 

They say that the amounts for the other years were obtained 
by estimates and comparisons. All this would indicate that, 
for the whole period, the official estimate of imports probably 
exceeded their values in the port of shipment by at least 20 per 
cent. 

Another factor that cannot be disregarded in balancing the 
exports and imports against each other is the valuation of re-ex- 
ports. How do these goods, that simply come into our ports, 
stay a while, and then pass out again, affect the problem? It is 
necessary to include them in both the exports and imports. 
No error would result from these entries if the goods were 
valued in the same manner in both cases. But no such addi- 
tions are made to their prime costs as exports as are made when 


* Statistical Annals, p. 156. 2 Statistical View, p. 198. 3 Tbid. 
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their import value is estimated.’ As 29 per cent. of the imports 
for the entire period were re-exported, the methods of valuation 
unduly decreased the credits in favor of the United States, as 
they appear in the records. 

It is evident that if, in making up our account, we accept the 
official figures as indicating the value of the imports at port of 
shipment, we shall be counting large debits against the United 
States that are apparent only. It is impossible to make any 
reliable estimate of the errors that would result from such a 
course. On the other hand, a multitude of services were ren- 
dered the United States in connection with these imports, the 
value of which it is quite as impossible to ascertain. Among 
these were the ocean freights, charges for marine insurance, 
packages and cartage, commissions, and, in some cases, profits 
on the sales of the goods above the import valuation. Though 
it is not probable that the amounts of these indeterminate fac- 
tors on the opposite sides would exactly balance each other, no 
better escape from the difficulty presents itself than to assume 
that such is the case. In other words, it is assumed that the 
official figures give the value of the imports at the port of entry, 
and this means that in this entry the United States is charged 
not only with various services by foreigners, but also with the 
earnings of its own ships on their homeward voyages. 

In the light of the preceding discussion of the records a 
summary of the transactions from 1789 to 1820 will now be 
attempted. We find :? 


Imports, 1789-1820 (assumed valuation at ports of entry), $2,350,628,238 
Exports 1789-1820 (assumed valuation at ports of clearance), _1,839,003,367 


Balance of trade against the United States up to 1820, $511,624,871 


As the official records up to this time take no notice of any 
movement of the precious metals, it becomes necessary to esti- 
mate the amount of their net importation. If it is assumed that 
the country produced as much as it used in the arts, the amount 


*See p. 188. 


? Commerce and Navigation of the United States, 1878, p. xxii. 
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imported can be found by deducting the amount on hand in 
1789 from that on hand in 1820. Tench Coxe gives the amount 
on hand in 1791 as seven million dollars.* Other authorities of 
the time estimate the amount in 1789 at sums varying from 9 
to 18 million dollars. Any surplus over Mr. Coxe’s estimate may 
very well be allowed for use in the arts. Secretary of the Treas- 
ury Crawford in 1820 estimated the supply of specie in the 
country as amounting to 20 million dollars. It follows that the 
United States should be charged with i3 million dollars for 
net imports of specie. 

An item on the other side of the account is the sale of ships 
to foreigners. The statistics as to shipping built each year were 
not recorded before 1797.2, The record of the tonnage sold to 
foreigners begins with 1815.3 According to this record the 
amount sold from 1815 to 1820 was 80,000 tons. During the 
years 1797 to 1814 the amount of shipping built in the United 
States was in round numbers 1.6 million tons. The official rec- 
ords show that from 1815 to 1824 44% of the whole tonnage 
built was sold to foreigners. It may be assumed that as large a 
proportion of the tonnage built from 1797 to 1814 was disposed 
of in the same way. The sales for those years may then be 
counted as 41% of 1.6 million tons, or 205,000 tons. There is 
no basis on which to estimate the sales from 1789 to 1796, but 
they were probably enough to balance all purchases from for- 
eigners made by the Americans from 1789 to 1820. 

The price received for the 285,000 tons of estimated sales 
is not known. Tench Coxe estimates the cost of American 
built ships about 1790 at $34 a ton.S He says similar ships sell 
in Europe at $55 to $65 aton. A memorial to Congress from 
the chamber of commerce of New York City, in 1803, puts their 
cost at $40 to $55 a ton.° The Mercantile Society of the 

* TENCH COXE, View of the United States, p. 352. 

* Report of the Commissioner of Navigation, 1894, p. 324. 

3 American State Papers on Commerce and Navigation, vol. ii. p. 43. 

4The amount built in 1802 is estimated. 

5 COXE, p. 220. 


® Annals, XVI Congress, second session, 1820-21, p. 1637. 
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same city claims in 1821 that American ships are built for 
$60 a ton while the cost in England is $80.‘ The great decline 
in general prices, which reached its culmination a quarter of a 
century later, had then been in progress several years. It is 
probable, therefore, that there was a much higher range of costs 
during the years for which we have no data. There is no ques- 
tion, moreover, but that much of the shipping sold abroad 
returned a very handsome profit. But that there may be no 
question as to the conservatism of the estimate, the average sell- 
ing price is placed at $50 a ton. On this basis the United States 
is entitled to a credit of $14,250,000 on account of net exports 
of ships. 

The valuations that have been accepted for exports and 
imports make it necessary to credit the United States with the 
entire net earnings of that part of her shipping engaged in the 
ocean carrying trade. From the official records we learn that 
this tonnage would have equaled 20 million tons engaged for 
one year.’ 

The next question is as to the probable net earnings per ton. 
The freight to France in 1821 was estimated to average about 
$20 a ton.3 Ships could make three such voyages a year. This 
would make the annual gross earnings of those in that trade 
about $60.4 In the decade 1880-1890 English ships were earn- 
ing from 80 to 88 per cent. on a valuation of $85 to $110 a ton. 
This was done with freights across the Atlantic only about one- 
third as high as in 1821.5 Fortunes that have formed an impor- 
tant element in most of the great financial undertakings in the 
United States since that time were accumulated in the ocean 


carrying trade during these thirty-one years. They were accumu- 
lated in spite of the enormous losses suffered through British 


and French illegal seizures, and the war of 1812. In the face 
of all these facts it does not seem probable that the gross earn- 


t Annals, XVI Congress, second session, 1820-21, 1646. 

2 Commerce and Navigation of the United States, 1892, p. 1214. 
3 Annals, XVI Congress, second session, p. 1642. 

4 Jbid., first session, p. 1972. 

5 GIFFEN, Zssays in Finance, vol. ii. pp. 176-181. 
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ings could have averaged less than the $60 a ton indicated as 
the earnings of a ship engaged in the French trade in 1821. 
Out of this must be deducted the expenses in foreign ports. 
For sailing vessels from a country where food was cheaper than 
in any other these must have been quite low. In order to give 
the widest margin for error, these expenses have been placed at 
$20 aton. This reduces the net annual earnings to $40 a ton, but 
still leaves the United States entitled to a credit from this source 
of 800 million dollars." 

The very large allowance that has been made for the expenses 
of American shipping in foreign ports suggests that the United 
States is entitled to a credit for the expenses of foreign ship- 
ping in its own ports. Any attempt to estimate such expenses 
must prove a failure, but it seems a certainty that they must 
have been sufficient to counterbalance any error that may have 
arisen from assuming that the official valuation of imports cor- 
rectly represents the value of those goods at the port of entry. 

The sums collected by the government from foreigners in 
payment for the privilege of doing business in the United States 
are more amenable to investigation. During the first year mer- 
chandise imported in foreign vessels had to pay II per cent. 
higher duties than that imported in American ships.?_ This dis- 
criminating tax was continued at 10 per cent. throughout the 
period, except in the case of certain favored nations after 1815.3 
These exceptions were not of sufficient importance to materially 
affect the problem.‘ The official records show that from 1791 
to 1815 foreign ships constituted 14 per cent. of the entire ton- 
nage entered. There is no record for the remaining years, 
but both official and private comment indicates that the pro- 

‘All losses by capture are to be counted asa part of this 800 million dollars. 
That the United States afterwards lost part of the wealth gained in its transactions 


with other nations is no reason for making any change in the accounts of those 
transactions. 


? United States Statutes at Large, vol. i. p. 27. 

3 Jbid., p. 181, and vol. iii. p. 224. 

4 United States Statutes at Large, vol. iii. pp. 464, 465, and American State Papers 
on Commerce and Navigation, vol. ii. p. 403. 
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portion probably increased after that time.’ If the percentage 
of shipping entered by foreigners is a correct index of the 
per cent. of the entire customs revenue paid by them, it follows 
that about 1% per cent. of that revenue was collected as a spe- 
cial tax on foreigners ; for it cannot be supposed that people 
would pay more for goods imported in foreign than in native 
ships. This revenue amounted in round numbers to 480 million 
dollars, 1% per cent. of which gives a credit to the United 
States from this source of 6.4 million dollars. 

The entire difference between revenues received and draw- 
backs paid out on re-exports constitutes another credit, since 
we cannot suppose that the goods would have been reshipped if 
the foreign consumer was not ready to make good such part of 
this expense as fell directly on the American merchant. In 1802 
and 1804 this difference amounted to a trifle over one-half of one 
per cent. of the value of the re-exports. In 1803 the percentage 
was higher.? Duties collected on re-exports not subject to the 
payment of any drawback, amounted to 3 per cent. of all re-ex- 
ports in 1805, 2 per cent. in 1806, and 3 per cent. in 1807.3 The 
duties retained in the case of goods on which drawbacks were 
paid must have increased these percentages very considerably. 
The amount of the duty retained on re-exports was considerably 
less before 1800 than afterwards. Allowing all the payments 
of this nature made before 1800 as a compensation for a possi- 
ble overestimate, it seems safe to assume that the credit derived 
from this source, from that time on, equaled 2 per cent. of the 
amount of the re-exports (680 million dollars), or 13.6 million 
dollars. 

All foreign-built ships entering the ports of the United States 
before 1815 were subject to a tonnage duty of 50 cents a ton, 
while American-built ships owned by foreigners paid but 30 
cents aton.s After 1815 this duty was somewhat decreased in 
the case of a few nations. There appears to be no separate 


* American State Papers on Commerce and Navigation, vol. ii. pp. 403 and 453. 
* Jbid., p. 643. 3 Jbid., pp. 668, 693, 718. 
4 United States Statutes at Large, vol. ii. p. 82. 5 Jbid., vol. i. p. 27. 
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record of the revenue received from this source, but it is safe to 
assume that this credit amounts to 1.4 million dollars, or 50 
cents a ton, on the 2.8 million tons of foreign shipping entered 
up to 1815. 

A considerable debit item arose in these years from the 
returns on foreign capital invested in the United States. The 
interest paid on what was called the foreign debt of the govern- 
ment is a matter of record and amounted in round numbers to 
17.5 million dollars... The Sinking Fund Commission, which 
had charge of the payment of the interest on the public debt at 
that time, did not report the amount paid to foreign holders 
who are said to have held 32 million dollars of that debt in 
1803.2, The old debt, that is to say, what had been incurred 
before the war loans of 1812, was nearly all paid before 1820.3 
The loans for that war were made under such limitations that 
the investors in bonds were practically compelled to pay for 
them in the depreciated paper currency of the state banks. In 
1819 foreigners had commenced to invest in these bonds, but 
there is no reliable evidence as to the extent of their purchases.‘ 
It appears probable that the foreign holdings of the domestic 
debt must have been very light during six or seven years of the 
period; 20 million dollars is a liberal estimate of the average 
holdings from 1789 to 1820. On this assumption a debit for 
interest of 36 million dollars accrues from this source. 

The first United States bank was instituted with the declared 
purpose of drawing investments from abroad. In 1809 foreign- 
ers owned over seven million dollars of its stock.s The average 
dividends paid by the bank were 8 per cent.° Assuming that 
the foreigners held, on an average, five million dollars in stock 

* The authority for these figures is the reports of the Sinking Fund Commission, 
published in American State Papers on Finance, vols. i. ii. iii. 

? Statistical View, p. 333. 

3See reports of Sinking Fund Commission cited above. 

4 The evidence that there were such investments is found in memorials to Con- 
gress and in newspaper arguments for the increased protection of home industry. 


5 American State Papers on Finance, vol. ii. p. 468. 
© GALLATIN’s Report of March 2, 1809. 

































198 JOURNAL OF POLITICAL ECONOMY 


for the twenty years of the banks existence, the United States 
paid them about eight million dollars in dividends. 

There is no evidence of foreign investment in the stock of 
the second United States bank until 1823, when it amounted to 
about one-tenth of the whole capital stock. This stock, together 
with the loan to the bank from Baring Brothers, amounted to 
nearly five million dollars... So small an investment in 1823, 
taken together with what is known of the disastrous manage- 
ment of the bank previous to 1820, makes it reasonably certain 
that it was not a source of revenue to foreigners before that 
year. 

Large investments were made by foreigners in our public 
lands. In the years 1791 and 1792, 6.5 million acres were 
bought,? and foreigners probably reaped large returns from 
these and similar purchases. 

The returns on foreign investments in United States govern- 
ment bonds and bank stock probably amounted to 61.5 million 
dollars. These investments were equivalent to about 25 million 
dollars invested for thirty years. It has been assumed that 
their entire investments in 1789 amounted to 80 million dollars. 
While the results obtained by this investigation indicate that 
this total was continually decreasing, there is no question but 
that on much of it the rate of profit was higher than in those 
cases which the inquiry could reach. But it is improbable that it 
could have been high enough to have produced an aggregate 
profit larger than would have been produced by the 80 million 
dollars, had it remained invested at the indicated rate up to 
1820. A charge of 200 million dollars will therefore be suffi- 
cient to cover any possible debit due to permanent foreign 
investments. Although various indeterminate allowances have 
been made for the gains of foreigners on the import trade, the 
matter may be placed beyond question by adding to profits on 
permanent investment another 200 million dollars —a little over 
8 per cent. onthe entire importation as shown by the official 


* American State Papers on Finance, vol. iv. pp. 369, 478. 
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figures. That the profits to the foreigner above value at port of 
entry could by any chance have exceeded this allowance is 
hardly to be imagined. This makes the entire debit arising from 
investments of foreign capital 400 million dollars. 

This is an appropriate place to mention a credit which places 
a stigma upon the fair name of American business men, almost 
as great as is the honor of the nation’s standing before the 
world free from debt at so early a date as 1820. So eminent an 
authority as Hezekiah Niles, probably the greatest student of 
the commercial affairs of the United States at that time, makes 
the claim that between 1815 and 1820 Americans defaulted in 
their payments to foreign merchants and manufacturers to the 
amount of 100 million dollars. That any set of merchants and 
manufacturers should allow themselves to be so duped, is 
explained by the fact that at the close of the Napoleonic wars, 
these men found a stock of goods on their hands that it was 
impossible for them to sell at any price in the European markets, 
and only with such results as we have mentioned in the Ameri- 
can market. 

At the present time each year brings a large debit against 
the United States for the expenses of travel in foreign lands. 
Should we not look for a similar debit before 1820. Undoubt- 
edly there were considerable amounts spent in this way, but on 
account of the comparative poverty of the people the total must 
have been relatively small. On the other hand during much of 
this period the unsettled condition of Europe made this country 
the home of a considerable colony of refugees. These refugees, 
in many cases, were wealthy people and their expenditures were 
lavish. It is said that those from one country alone were 
spending no less than $60,000 a month during the summer of 
1794." It is probable, moreover, that the large immigration dur- 
ing this period brought with it many claims that must otherwise 
have been entered on the debit side of the account. It would 
appear therefore, as a result of traveling expenses and immigra- 
tion, that the United States is entitled to a credit, but of so 


*COXE, p. 501. 
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indeterminate a nature that it may be allowed to stand as com- 
pensation for debits omitted. 

Payments of awards and indemnities arising under treaties 
with other nations remain to be considered. There were con- 
siderable payments from Great Britain on account of the illegal 


capture of ships.’ The effect of their aggregate on the account 
would not be sufficient to justify the trouble of determining 
it exactly. The United States probably paid the Mediterranean 


pirates about two million dollars? in all. It paid the govern- 
ment of France $11,250,000 for Louisiana. 

As a result of our investigations we have the following 
statement of the account for the period: 


THE UNITED STATES IN ACCOUNT WITH ALL OTHER COUNTRIES, 
1789-1820. 
DEBTOR. 
To balance due other countries in 1789, - $ 80,000,000 
To imports (assumed valuation at port of 
entry), - - - - - : - 2,350,628,238 
To net import of specie, - - - - I 3,000,000 
To returns on investments of foreign capital, 400,000,000 
To payments for Louisana, - - - - 11,250,000 
To payments to Mediterranean pirates, - 2,000,000 
——_—————_ $2, 856,878,238 
CREDIT. 
By exports (assumed valuation at port of 
shipment), - - - - - - 1,839,003, 367 
By net export of ships, - - - 14,250,000 
By earnings of merchant marine, 800,000,000 
By discriminating tariff charges, 6,400,000 
By duties retained on re-exports, 13,600,000 
By tonnage duties, - - - 1,400,000 
By bad debts, - 100,000,000 
ne SOIGASRI 


Balance in favor of the United States, - $ 16,775,129 
The statement that the international indebtedness of the 
United States decreased nearly 100 million dollars from 1789 to 


* American State Papers on Finance, vol. ii. p. 485. 
?SCHOULER, vol. ii. p. 17. HILDRETH, vol. v. p. 433. 
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1820 is one that, in spite of the support of a considerable array 
of evidence, may excite surprise, if not incredulity. It seems as 
much a matter of course that there should be a movement of 
capital, for the purposes of investment, from old to new coun- 
tries, as that parents should care for their children until the age 
of maturity. So peculiar a case must find its explanation in 
causes that are either exceptional or for some other reason not 
likely to attract general attention. A review of the causes that 
were probably effective in influencing the flow of capital to and 
from the United States during these years may fortify our con- 
fidence in the results obtained through study of the records of 
transactions. 


What, then, are some of the direct causes that tend to 
decrease the international indebtedness of a country? One of 
the most important is a decreased use of foreign commodities 
and the services of foreigners. This is the means that is always 
relied on when a studied attempt is made to reduce such indebt- 


edness. A cause which may be equally effective in reducing an 


unfavorable balance is an increase in the use of domestic com- 
modities or of the services of the nation by foreigners. A third 
cause becomes effective when a country changes in such a man- 
ner as to decrease the inducements to invest foreign or domestic 
capital. The Englishman who has been exporting wares to the 
United States at a low profit or none at all, because of the oppor- 
tunity to invest in the exceedingly productive copper mines of 
that country, will cease to send his goods there if such mines 
become unprofitable. Likewise the American exporter, who 
would have brought the proceeds of his merchandise home to 
invest in profitable mining or other enterprises, will seek invest- 
ments abroad when home enterprises become losing ventures. 
The fourth and last important general cause is any change in 
other countries that increases the inducements to invest capital, 
domestic or foreign, abroad. 

Every one of the causes that have been named are subject 
to the action of three ulterior forces. These are: (1) changes 
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in the character or disposition of the people, (2) changes in 
governmental policy or action, (3) changes in the natural 
resources to be exploited. 

Whether there was any change in the American people, that 
would lead us to expect a relatively smaller consumption of for- 
eign merchandise, is a question on which it is quite easy to find 
evidence. Doyle says of the southern colonies: ‘ Beyond the 
rough clothing of the slaves, almost every necessary of life was 
brought from England, clothes, shoes, household furniture, 
crockery, even wooden bowls, were imported. Such was the lack 
of mechanical skill that we even hear of the timber for a house 
being sent in the rough to England, and returned fashioned and 
ready to be put together.’* In colonial times, luxuries were 
almost of necessity imports, and John Adams writes of ‘the tor- 
rent of luxury” prevailing in revolutionary times.? Again, he says, 
‘“‘ retrenching this alone would enable them to carry on the war.” 3 
After the revolution he wrote: ‘Inthe late war, the Americans 
found an unusual quantity of money flow in upon them, . . 
and rushed headlong into a greater degree of luxury than ought 
to have crept in for a hundred years.’’* The disposition of a large 
part of the people in that earlier time is probably well illustrated 
by Jefferson’s words written years later: ‘‘ While we have land 
to labor, let us never wish to see our citizens occupied at a work 
bench, or twirling a distaff.’ But with the new constitution there 
came in a new spirit. Weeden believes that spirit to have been 
incarnated in Washington, to whom he ascribes the virtues of 


‘patience, endurance, economy, and self-denial.”"° John Adams 
once wrote: ‘A passion for frugality, perhaps, never existed in 
a nation.” But such words seem to fitly picture the social 
movement in favor of economy and domestic industries, espec- 
ially household industries, that swept over New England in the 


tJ. A. Doy_e, English Colonies in America: Virginia, Maryland, and the Caro- 
linas, p. 392. 

? CHARLES FRANCIS ADAMS, Zhe Works of John Adams, 1854, vol. ix. p. 343- 

3 /bid., vol. vii, p. 298. 4 Jbid., vol. vi. p. 96. 

5Cited by Doyle from JEFFERSON, State of Virginia, p. 275. 

© WEEDEN, Economic and Social History of New England, vol. ii. p. 867. 
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years following 1787." This movement was by no means con- 
fined to New England. In April 1789, Washington wrote to 
the Delaware society for promoting domestic manufacturers, 
expressing his approval and pledging his support to the attempt 
to rely as much as possible on the resources of the United 
States.? Letters written by him the same year, note as suc- 
cessful new enterprises, the manufacture of fine woolens in 
Connecticut ; of duck, cordage, glass, shoes and nails, in Massa- 
chusetts; of cotton cloths, hats, and articles in leather in Penn- 
sylvania; of glass, in Maryland; and the cultivation of cotton 
in the South. The description of the general movement toward 
greater economic independence given in the last chapter of 
Weeden’s work, leaves no question as to its force and impor- 
tance. The volumes of American State Papers have’ preserved 
memorials to Congress from every quarter of the Union, which 
show that the movement was prevalent throughout the country.‘ 
The inclination of the people toa greater independence was also 
supported by the strong force of necessity. The reign of luxury 
and the abuse of foreign credit that attended it, in the years 
immediately after the revolution, resulted in well-nigh universal 
bankruptcy and disaster. This experience not only recom- 
mended, but in some degree compelled the economies of later 
years. The new government responded to the many memorials 
received with a fair degree of promptness. Tariffs were imposed 
on the importation of foreign manufactures, and American ship- 
ping was favored by discriminations in this tariff as well as in 
the tonnage duties. The system of preying upon American 
commerce, soon instituted by England, and followed by other 
European nations, probably encouraged the rapid growth of 
American manufactures more than anything done by the home 
government. Non-intercourseseemed the only remedy available. 
December 22, 1807, the Embargo Act was passed. When the 

"WEEDEN, Lconomic and Social History of New England, vol. ii. p. 855. 

? JARED SPARKS, Writings of Washington, vol. xii. p. 141. 

3 [bid., vol. ix. pp. 464, 470. 


4 American State Papers on Commerce and Navigation, vol. i. and Finance, vol. i. 
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embargo was removed, fifteen months later, its place was taken 
by the Non-intercourse Bill, which Henry Adams says “‘ bound 
the South to the feet of New England.”*. The votes on the Non- 
Intercourse Act, forty-one from the South and only twelve from 
New England, show how bitter the feeling against England was 
in the South during this period, and how impossible would have 
been the old colonial relations, under which the English agent 
had practically complete control of all the business transactions 
between the plantations and the outside world, the planter him- 
self usually being hopelessly in debt to the English merchant. 
The non-intercourse agitation was soon followed by the war of 
1812. The remarkable effect of these favoring circumstances on 
home manufactures is shown by the fact that in 1815 the manu- 
facture of cotton, which was just beginning in 1789, was esti- 
mated to employ 40 million dollars in capital.? It was estimated 
that the bales manufactured had increased in numbers from 500 
in 1800 to 90,000 in 1815. 

The opening up of cotton production was probably the most 
important change coming under the head of exploitation of 
natural resources. In 1815 the annual product of manufactured 
cotton in the United States was estimated at 24 million dollars. 
The exports of cotton for manufacture abroad amounted to 24 
million dollars in 1816.3 Another important fact in this line 
was the purchase of Louisiana. This opened a field for travel, 
adventure, and enterprise that employed much wealth that would 
otherwise have been used in European travel or indulgences in 
European luxuries. 

In order fully to appreciate the importance of this disposi- 
tion of the American people as regards foreign commodities, it 
should be recalled that this was at the time when England's dif- 
ferential advantages in the production of commodities was at its 
greatest, if an excess of exports over imports may be taken as 
a correct index of such advantage.‘ 


* HENRY ADAMS, History of the United States, vol. iv. p. 451. 
? PITKIN, p. 140. 3 PITKIN, p. 133. 
*Hosson, Evolution of Capitalism, p. 13. 
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The other influences that were at work in bringing about the 
result shown by the statement are of minor importance, although 
they merit a general review. The European peoples probably were 
no more inclined to American commodities and the services of 
Americans than before. They were compelled to use them, how- 
ever, by both natural and political forces. The wheat fields of 
America were already called on to supplement the supply fur- 
nished by those of Europe. The tremendous consumption of 
goods resulting from the prolonged wars of the period had to be 
provided for by one means oranother. The armies of Napoleon 
marched over all Europe, gathering up the hoards of the past and 
drawing upon the property of other peoples for his share in this 
extraordinary expenditure. England, using an entirely different 
method, strained her credit to its utmost limit for the same pur- 
pose. Asa result of these measures, and similar ones that pre- 
ceded them, the price of wheat in the principal grain ports of 
the United States advanced over 200 per cent.’ during a period 
in which the prices of many commodities were being reduced 
through improvements in machinery. While the nations of 
Europe were employed in destroying each other’s commerce on 
all seas, it was a matter of necessity that the ships of the United 
States should become the ocean carriers for the world. More- 
over, with each change in the fortunes of war on the continent 
of Europe, a new group of persons were compelled to gather 
together such property as they could, and seek safety in flight. 
Some of these sought refuge among their old enemies, the 
English, but a very large part of them found an asylum in the 
United States. They were very generally people of the higher 
classes, and, so far as possible, inclined to retain their old man- 
ner of life at however great an expense. 

The investor generally seeks investments at a high rate of 
profit, but it must be conceded that the abuse of credit in 
America had been such as to enforce circumspection upon any 
European before he ventured his capital in an American enter- 


prise. It might be hoped that Lord Sheffield in his partisanship 
CoxE, p. 289. 
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had overrated this abuse, but when his testimony is corroborated 
by the opinions of such men as Governor Hutchinson, Tench 
Coxe and Hezekiah Niles, covering an entire century of our 
history, the evidence must be accepted as decisive. The English 
investor, moreover, had now lost the advantage that Englishmen 
have always possessed when dealing with English colonies. He 
now found a bitter prejudice to overcome where in past years he 
had met a hearty welcome. He also found that bars were put 
up before him in the way of discriminating tariff and tonnage 
duties. With the exception of these duties it was the policy of 
the government, for the first twenty years, to encourage foreign 
investments, but when the charter of the first United States 
bank expired this policy was changed. The management of the 
war loans of 1812-1815 was of such a nature that the only possible 
purchasers of government bonds were those who started state 
banks and issued an irredeemable paper currency for the purpose 
of making their payments to the government. The condition of 
the currency, and the view generally taken of financial obliga- 
tions, throughout all the middle, southern and western portions 
of the country, were such as‘to discourage investment by all but 
the most venturesome of capitalists. The embargo and the war 
of 1812 practically shut the foreign investor out of the com- 
mercial field during nearly a fifth of this period. The domestic 
manufactures that were developed by these two political meas- 
ures also discouraged the foreign investor by decreasing his 
chances of exceptional profits. 

An element in the problem that is not usually appreciated is 
the fact that in the three decades under consideration the differ- 
ence between the United States and Europe as regards the 
exploitation of natural resources was much less than it has been 
at any other time in our history, until within the last twenty 
years. It is true that hardy pioneers were making brave but 
quite futile attempts to subjugate the Mississippi valley, but the 
United States that is to be considered asa factor in international 
business relations had not yet crossed the Alleghanies. It was 
not until the middle of the next decade that New York opened 
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a way to the far West, and at the same time made it possible to 
bring the products of her own fruitful farms to the seaboard. 
The lack of means of transportation made almost all of Pennsyl- 


vania’s vast mineral wealth as inaccessible as if it had been 
buried in some other continent. Moreover the density of the 
population in that part of our territory was much nearer equal to 


that in Europe than is generally supposed. That part of the 
territory of the United States which should be taken into con- 
sideration under the above view, had fully as dense a population, 
relative to the population of Europe, in 1820 as the whole ter- 
ritory of the United States had in 1880. The United States was 
much less in the condition of a country whose natural resources 
are offered for exploitation than one would expect from the 
developments of the succeeding half century. 

There are at least two points of importance tending to an 
increased investment of capital abroad during this period. The 
extraordinary expenditures of the British government and the 
other European powers, together with improvements in manu- 
factures, made it possible for capital to reap unusual profits in 
all the great manufacturing centers of England. At the same 
time the opening up of commerce with China and the East had 
given to the American merchant and sailor a field of enterprise 
for which he was especially adapted by nature, disposition and 
training. But it necessitated the withdrawal of more or less of 
his capital from home investment, for use in those foreign ports 
with which his dealings most closely connected him. 

It is evident therefore, that the general causes that may be 
supposed to have influenced the international credit relations of 
the United States during this period were not such as would lead 
us to expect a result materially different from that indicated by 
the records of the actual transactions. 

The beginnings of American financial independence lie within 
the first thirty years of the Constitution. But these beginnings 
were largely due to loss of credit, foreign wars that gave excep- 
tional opportunities to our merchant marine, peculiar advantages 
enjoyed by capital employed in English manufactures, and 
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inability to exploit our own natural resources. All of these causes 
were of a temporary nature, and either ceased to exist or were 
greatly diminished during the next decade. It follows that though 
for a time the United States maintained a quasi-independence 
financially, her return to the condition of a debtor nation was a 


foregone conclusion. 
Worthy P. STERNs. 
UNIVERSITY OF CHICAGO. 

















THE DEPOSIT-RESERVE SYSTEM OF THE NATIONAL- 
y, BANK LAW. 


Way should the law require a bank to keep a reserve against 
its deposits? It is readily conceded that the holder of a bank 
note is entitled to legal protection because he has usually no 
immediate connection with the bank whose notes he receives, 
frequently residing, as he does, at a great distance from the 
place of issue, and therefore has no acquaintance with the bank 
whose notes he receives. No objection is made to the proposi- 
tion that the note holder should be properly protected by a 
reserve either of cash or securities. But with the depositor the 
case is different. He has frequent opportunities to scrutinize 
the condition of the bank with which he does business, and 
therefore, it is claimed, the law may safely leave him to care for 
his own safety. Then too, it is argued, the bank’s own interest 
compels it to keep an amount of cash sufficient not only to meet 
all probable demands for cash, but even to allow an expansion of 
loans in time of special need without endangering the safety of 
its deposits. By following any other course than this, a bank 
forfeits the confidence of the community and with that confi- 
dence, its own opportunities of profit. 

The reply to this argument, on the part of those who favor 
such a reserve requirement, is that the great majority of banks 
may indeed be trusted to conduct their business in a conserva- 
tive manner, and that with these institutions the law is not in 
any way concerned. But on the other hand, as it is claimed, 
there is always a small class composed of reckless or ignorant 
bankers who, in their eagerness to secure a temporary profit, 
lose sight of their permanent interest, and allow their cash 
holdings to fall below the limit of safety. Then, when confi- 
dence is shaken, these institutions find great difficulty in paying 
their depositors, and it is usually out of the question for them 
209 
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to satisfy the demand for new loans which always arises at such 
a time. To compel these bankers to properly conduct their 
business, legislation is advocated which will enforce upon all 
banks a certain minimum of reserve. 

Without attempting to choose between the two theories, it 
is sufficient for the present purpose that the second is recognized 
by the national-bank law. Banks in New York, Chicago, and 
St. Louis, are required to have on hand, at all times, an amount 
of lawful money equal to 25 per cent. of their deposits. Banks 
in certain other of the larger cities are required to keep the 
same proportion of reserve, but one-half of this amount they 
may deposit with the banks in the three cities above men- 
tioned. National banks in these two classes of cities are desig- 
nated by the law as reserve agents. All other banks organized 
under the system are required to hold a reserve equal in amount 
to 15 per cent. of their deposits, but three-fifths of this reserve 
they may deposit with the reserve agents. The law prohibits 
any national bank from making any new loan, or declaring any 
dividend after its reserve has fallen below the legal limit, and 
rests in the Comptroller of the Currency discretionary power, 
with the assent of the Secretary of the Treasury, to close any bank 
which shall fail, within thirty days after it has been notified that 
its reserve is below the requirement, to make good the deficiency. 

The adequacy of these requirements should be considered 
from two standpoints, which correspond to the functions which 
a deposit reserve performs in the banking economy. In the 
first place, a reserve is the immediate protection which the bank 
gives to its depositors, the guarantee that their claims will be paid 
in cash whenever cash is demanded. Conversely, the necessity 
of maintaining a reserve of a certain amount fixes a limit beyond 
which the bank may not increase its loans without impairing the 
safety of its deposits. This limit may be either fixed or elastic. 
If the former, the bank is prohibited from increasing its loans 
when the amount of its reserve of cash equals a fixed per cent. 
of its deposit liabilities. An elastic reserve requirement, on the 


*§§ 5191, 5192 of the National Bank Act. 
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other hand, enforces an amount of cash equal to all probable 
demands from depositors; and then, when need arises, per- 
mits the loans to be increased so that the reserve limit is tem- 
porarily exceeded. In times of special business strain an 
unusual demand for loans always arises from business men, who 
in larger numbers and to a greater extent than usual are seeking 
to convert their property into means of payment by obtaining 
bank loans on its security. It is of the highest importance that 
these demands should be promptly satisfied, since otherwise the 
losses which the community sustains from the failure of persons 
who have abnormally expanded their credit may be increased 
by the inability of even the most conservative and best-managed 
concerns to meet their obligations. If the reserve requirement 
is rigid, the banks can satisfy these extraordinary demands only 
by maintaining at all times a reserve in excess of the legal 
requirement, the amount of the surplus determining the power 
to make loans which they retain for emergencies. The mainte- 
nance of the reserve loaning power, however, is in this case left 
entirely to their own discretion, and in some bankers the desire 
for immediate return induces a reduction of the surplus to a 
point which leaves too small a margin. This often results to 
the detriment of depositors and borrowers. When, however, the 
reserve requirement is elastic, the banks are compelled by law 
to retain a reserve large enough to protect the depositors 
and at the same time respond to any unusual demand from bor- 
rowers by passing the required limit under proper restrictions.’ 
In the United States the bank-note issue, although fully secured, 
is extremely inelastic. It is the more important, therefore, that 
the bank deposits should respond to the varying demands of 
business. If there is any virtue in a reserve requirement, it 
should compel all banks not only to protect their depositors, but 
to keep themselves in position to supply the new loans which 
occasion may demand. 

From the standpoint of elasticity, the reserve requirements 
of the national-bank law are defective. When the reserve of a 
national bank is below the legal limit, it is absolutely prohibited 
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from making any new loans. A violation of this requirement 
is ground for forfeiture of its charter. When the limit of 
required reserve has once been passed, although depositors may 
continue to draw out their funds as long as the bank remains 
solvent, the enlargement of its loan account is legally impos- 
sible. The sole element of elasticity in this requirement is the 
implied permission to extend old loans, and, although this is 
an important assistance to a hard-pressed borrower, it is plainly 
inadequate to the extraordinary.demands for new loans which 
often occur. One result of this requirement has been to make 
lawbreakers of the most conservative bankers, and to endanger 
the charters of the foremost banks in the country. Necessity 
has frequently forced the banks to violate the law for weeks at 
a time.’ To obey the law would be, in many cases, to endanger 
the safety of large enterprises, and to deprive a bank of some of 
its best customers. The comptroller has been practically com- 
pelled to wink at this practice. An attempt on his part to enforce 
the law would probably have aroused a storm of protest sufficient 
to compel an amendment. 

The rigidity of the reserve requirement has compelled the 
banks to hold an amount of cash considerably in excess of the 
legal limit ; and we have already seen that in most cases bankers 
may be safely trusted to guard their own interests and those 
interests of the community by maintaining a reserve large enough 
to meet special demands. If there is, however, as the national 
banking law presupposes, a class of banks which the law must 
control, it is unwise to leave to the discretion of their managers 
the determination of the amount of loan funds which they will 
keep in reserve. If these banks cannot be trusted to protect 
their depositors by an adequate reserve, it is unreasonable to 
expect that they will exercise an even greater amount of 
caution in maintaining a substantial surplus over the legal 
requirement. 

"Commercial and Financial Chronicle, vol. xli. pp. 32, 314, 560,916. In every 


stringency most of the New York banks allow their reserve to fall below the limit and 
remain in that condition for weeks at atime. Their loan accounts during this period 


rise and fall, though to a less extent than is usual. 
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Since the law provides a rigid reserve requirement, from the 
point of view of elasticity the size of the reserve which it 
requires is a matter of small consequence. It may even be 
urged that the lower are the requirements, the more likelihood 
is there that a margin of surplus reserve will be maintained. But 
for the protection of the bank’s depositors, the amount of reserve 
required is important, especially since this protection of the 
depositor, as we have just seen, is the only service which the 
reserve requirement can perform. 

The adequacy of the reserve requirements to protect the 
depositor may be determined by the criterion of the reserve 
actually held. We have already seen that the great majority of 
banks may be trusted to carry a sufficient reserve. If it is found 
that they have closely approximated in their cash holdings to the 
limit fixed by the law, after allowance is made for the surplus 
which the rigid reserve requirement obliges them to carry, it 
may be fairly presumed that, in the opinion of those best qual- 
ified to judge, the law gives ample protection to the depositor. 
But if the average of reserve held exceeds the requirement by more 
than this necessary surplus, the law must be condemned as inad- 
equate. The law should certainly enforce upon the weak insti- 
tutions the higher standard set by conservative bankers. 

The nominal reserve requirement of the law is far below its 
actual amount. We have already mentioned the permission 
which the law gives to banks outside of the three central reserve 
cities to deposit a large part of their legal reserve outside their 
own vaults. These funds pass temporarily from the immediate 
control of the depositing bank and are made the basis of loans 
by the reserve agent. It is only a fiction of law which allows a 
national bank to count as a part of its cash reserve funds which 
may be deposited a thousand miles away. 

We should know the exact extent to which the law allows 
banks outside of the three central reserve cities to reduce their 
cash holdings. If the reserve agents loan these funds on the 
basis of I to 4, as they are allowed to do, the reserve of the coun- 
try bank, nominally 15 per cent. of its deposits, is in reality 
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reduced to 7.3 per cent., and of this 1.3 per cent. is deposited else- 
where; while the 25 per cent. reserve of banks in reserve cities 
is reduced to 15.6 per cent., of which only 12.5 per cent. is 
carried within their own vaults." 

The same criterion of banking practice will determine the 
soundness of this provision. If it is found that the majority of 
banks have habitually availed themselves of the permission to 
deposit in reserve cities, no serious objection can be made to 
this part of the law. / 

In order to ascertain the reserves legally and actually held, 
we must distinguish the three classes of .banks which the law 
recognizes. For each class it is desired to know (1) the reserve 
nominally required, (2) the reserve actually required, being two- 
fifths and one-half respectively of the legal reserve, (3) the bal- 
ances due fram reserve agents, and (4) the cash position.” All 
these estimates are to be found in the appendix. For clearness 
of comparison the statements of reserves required and held, and 
the cash position for the three classes of banks reduced to yearly 
averages, are represented on the accompanying chart. 

Let us consider the several items in order, beginning with 
the banks outside of reserve cities. The line which represents 
the reserve legally held considerably exceeds the line of 
required reserve throughout the entire period. The excess 
ranges from 24.3 to 51.2 millions from 1868 to 1874; from 
61.7 to 76.2 millions from 1874 to 1884; and from 92.5 to 129.5 


* A, let us suppose, is a country bank which carries'‘the legal reserve of 15 per cent. 
of its net deposits. Under the law it deposits 2 of its reserve with Ba reserve city 


Bs) 


bank, which retains } of the funds deposited with it as a required reserve. The 
reserve of 4 now stands ? in its own vaults and } of ? or s in B. B now deposits § 
of its legal reserve with C, a central reserve agent which in like manner retains } as a 
reserve and loans the remainder. ’s reserve now stands # at home, $ of 34 or jy with 
B; and } of #y or y#p with C, total cash holding in the three sets of banks against the 
deposits of A of $f of 15 per cent. or 7.3 percent. A’s reserve now stands ¢ in its own 
vaults and } of } or gy with C, a total cash holding against 4’s deposits of 15.6 per 
cent. 

? Obtained by adding the amount of national bank notes held to the reserve 
held and subtracting therefrom the redemption fund, which the law allows the banks 


to include in their legal reserve, but which they do not control, added to the amount 


due from reserve agents. 
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millions from 1884 to 1897. It will be seen that this class of 
banks has steadily increased its surplus reserve. The cash 
actually held by the courtry banks closely follows the line of 
the required reserve. Although a large amount has been con- 
stantly on deposit with reserve agents—an amount approximately 
represented by the distance between the lines of reserve held 
and that showing the cash position—still these deposits have 
consisted of surplus funds, while the legal reserve has been but 
slightly impaired at any time. 

Taking up in order the reserves of banks in reserve and 
central reserve cities; for the first named the reserve actually 
held is but little in excess of the legal requirement of one-fourth 
of the deposits. The excess ranges from 4.5 millions to 21.4 
millions from 1868 to 1874; from 15.1 to 25.6 millions from 
1874 to 1884; and from a deficiency of 2.4 millions in 1893 to 
39.2 millions from 1884 to 1896. In this class of banks, as in 
the banks outside of reserve cities, the proportion of reserve has 
increased, but the excess over the required amount is no more 
than a safe margin for emergencies. The line representing the 
cash position of this class of banks is generally far below the 
line of required reserve ; especially since 1885 the cash hold- 
ings have diminished. 

New York may be taken as the best example of the central 
reserve cities. A reference to the chart will show that the 
reserves actually held by the national banks in this city have 
usually followed very closely the line of required reserve. The 
periods of large surplus have been exceptional. Their low 
reserves are to be partially explained by their higher require- 
ment of cash holdings; and also by the stronger demand for 
loan funds which exists in the large cities. Similar conditions 
prevail in Chicago and St. Louis. In the last-named city the 
reserves held have been usually very low (see appendix). 

The foregoing examination shows that the reserve require- 
ments of the national banking law are inadequate to the protec- 
tion of the depositor, so far as they refer tothe banks outside of 
reserve cities. Measured by the standard which the majority of 
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the country banks have themselves erected, the 15 per cent. 
reserve is insufficient. The reserve constantly held, even after 
allowing for the necessary margin, is very considerably in advance 
of the legal requirement. The fact is strikingly illustrated after 
1874. Before that time the reserve requirements had applied 
to circulating notes as well as to deposits. Since these notes 
were fully secured by bond deposit, and by provisions for 
redemption, this additional reserve materially improved the 
position of the depositor. The extent of this protection is indi- 
cated by the sudden fall in the line of required reserve, particu- 
larly for the country banks, which followed the removal of this 
requirement in 1874. The reserves actually held did not greatly 
diminish. The banks were evidently wiser than the law, and 
did not avail themselves of the opportunity to reduce their cash 
holding. The fact that so small a part of the legal reserve has 
been deposited with reserve agents furnishes additional evidence 
that the country banks considered it unsafe to take advantage 
of the permission which the law gave them to weaken their cash 
position. 

The 25 per cent. requirement which the law imposes on 
national banks in reserve and central reserve cities may be 
considered as adequate for purposes of safety. The practice of 
these banks has been to approach as near to the legal limit as 
would leave them a safe margin for emergency loans. The 
excess over required reserve which they have habitually carried 
is no more than might be expected in view of the impossibility 
of legally exceeding the requirement. The chart also shows 
that that class of banks have not deposited the legal quota of 
their reserves with the central reserve cities. Although, in view 
of the higher requirements which the law imposes on them, 
their cash position, in relation to their required reserve, is less 
than in the case of the country banks, still the amount which 
they have kept on deposit with reserve agents is much less than 
50 per cent. of their required reserve. 

Our examination shows that the reserve system of the national- 
bank law, considered from the two standpoints of sufficiency for 
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the protection of the depositor, and elasticity for the accommo- 
dation of the business borrower, is not at all points to be com- 
mended. It does not permit its requirements to be exceeded 
when special demands arise for loans, and thus trusts to the 
prudence of individual bankers to provide a reserve large 
enough for emergencies. On the other hand, its requirements 
for reserve are far below the amount which the country banks 
have habitually carried, and the fact that they have not availed 
themselves of the opportunity which the law gives them to 
weaken their position by depositing two-thirds of their legal 
reserve in other banks shows that in their opinion it would 
not be safe to take advantage of this provision. While the 
25 per cent. requirement for reserve cities is evidently suffi- 
cient for the protection of the depositor, as shown by the prac- 
tice of these banks, yet here, as in the case just mentioned, the 
banks have not deposited the portion of their reserve in central 
reserve cities, which would have been permitted by the law. 

A feature of the national banking law which has aroused 
much adverse criticism is its recognition of the practice of 
depositing a part of the required reserve with other banks. 
It has been claimed that this practice fostered speculation by 
the accumulation of idle funds; that it was the cause of period- 
ical stringencies in the money market when these funds were 
called for; and that the severity of panics was also greatly 
increased by the difficulty of obtaining the funds so deposited. 

This practice merits examination both in order to test the 
justice of the criticism, and also to define the measure of respon- 
sibility which rests upon the national banking law for allowing 
it to continue. 

The practice of centralizing reserves is one of the conse- 
quences of our inelastic system of bank-note issue. During the 
late summer and fall a large demand for currency is created in 
the West and South by the marketing of the crops. The lim- 
ited knowledge of banking practice which prevails in these sec- 
tions does not allow the free use of the elastic deposit currency. 
A large amount of cash is, therefore, required. This money 
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soon passes back from the farmers to the banks, and for the rest 
of the year, for most of it, no safe and profitable employment 
can be found in the immediate vicinity, owing to the small devel- 
opment of manufactures in these sections. In the large cities 
the demand for loan funds is more constant. This demand 
comes from merchants and manufacturers, and to a large extent 
from speculators in produce and securities, who wish short loans 
to carry their stocks. The banks in these cities can therefore 
afford to pay a low rate of interest on outside bank deposits, or 
to perform gratuitously certain services for their country corres- 
pondents in order to induce the latter to deposit their surplus 
funds with them. Figures given in the appendix will show to 
what an extent this practice is carried. The total amount of 
balances due from reserve agents have frequently amounted to 
200 millions. These outside deposits are generally loaned on 
call, in part because it is necessary for the depository banks to 
keep them well in hand, and also because the capital and local 
deposits of the reserve agents are sufficient to satisfy most of 
the desirable borrowers. Some effect is, however, produced 
upon the rate for time loans. 

These deposits can be calculated upon with tolerable cer- 
tainty during eight months of the year, and in normal years it 
is equally certain that a large part of them will be required to 
move the crops." Most of this demand naturally falls upon 
New York, which is the great reservoir for the surplus funds of 
the country. The withdrawal usually results in a hardening of 
the interest rates. In order to obtain the currency required, the 
banks are obliged to curtail their loans and even to call some of 
them when the demand is unusually heavy. The raising of the 
rates however is usually sufficient to bring in enough currency 
to satisfy the demand. When the reserve-city banks have 
prepared for this fall demand, no serious inconvenience is suf- 
fered from this withdrawal of funds. Regular customers have 
usually little difficulty in getting accommodation, and the higher 


* Temporary withdrawals also occur for the yearly settlements in January and 


April, and also to some extent for the quarterly payments of interest and dividends. 
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interest which they pay does not offset the advantage which 
they derive from the low rates prevailing during most of the 
year. The speculators are also burdened to some extent by the 
higher rates on call loans, but they too have profited, even 
more than the time borrowers by excessively low rates ; while 
to their operations, except in the case of produce speculators, 
the public is rightly indifferent. The class most seriously 
affected is composed of those borrowers who deal through note 
brokers. During the drains from the country, banks do not 
ordinarily purchase commercial paper to any large amount, since 
their funds are occupied in accommodating their regular custo- 
mers. It is a fair presumption that the loss which they suffer 
at such times does not offset the advantage of larger borrowing 
at lower rates which is derived from this indirect method of 
dealing, since the practice has been steadily increasing.’ In later 
years their wants have been more largely supplied by trust com- 
panies and private bankers.’ 

The country banks have usually no trouble in obtaining their 
deposits. The reserve agents, although not legally required to 
do so, treat their deposits as prior claims, whenever it is pos- 
sible, and make every effort to pay them promptly. In ordinary 
seasons, then, the centralization of reserves gives little trouble, 
while its advantages are manifest. The country bank receives 
interest on funds which would otherwise be idle. The deposi- 
tory banks make substantial profits from handling these funds. 
The great manufacturing and commercial interests are accommo- 
dated with loans at low rates of interest, while the farmers 
receive higher prices for their products which the middle men 
are enabled by this system to carry more cheaply. 

The charge that centralized reserves foster speculation can 
be accepted only in a modified form. Speculation is mainly 
dependent on favorable industrial conditions which increase the 
earnings of corporations and give a hopeful tone to the market. 


* Bankers’ Magazine, New York, vol. xxxvii. p. 809, vol. xlviii. p. 3. 
* The trust companies are subject to no reserve requirement, and usually carry a 
relatively insignificant amount of cash. 
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Abundance of money taken by itself will not create speculation. 
Instances are numerous in which abnormally low rates have 
failed to produce a sensible effect upon the stock market; and 
conversely, as in 1879 and in 1880, very active buying has been 
carried on in the face of a monetary stringency. Only when 
abundance of loan funds coincides in point of time with favor- 
able industrial conditions is speculation greatly encouraged by the 
centralization of reserves, and this coincidence is the less prob- 
able since favorable industrial conditions usually imply a stronger 
demand for currency the country over, and therefore a smaller 
surplus than is usual. In general, therefore, the centralization 
of reserves is to be commended as a means of more effectively 
utilizing the idle money of the country. 

The satisfactory working of this system largely depends on 
conditions which allow the ready conversion of loans into cash. 
If an unexpected demand is made upon the reserve cities, or if 
for any reason the banks at the reserve centers have failed to 
strengthen their cash position in anticipation of the regular 
demands, then serious consequences may result from this dis- 
position of the surplus reserves. Examples of each case occurred 
during the period 1871-1873. In October 1871 the Chicago 
fire caused a sudden and heavy withdrawal of currency by the 
western banks. During the preceding summer the banks had 
greatly expanded their loans and were unprepared for the 
demand. In New York the loan rates rose to enormous figures ; 
borrowers were unable to obtain accommodations, and business 
was seriously hampered. Owing to the industrial activity caused 
by the building operations after the fire, the funds sent out failed 
to return. All through 1872 and the first eight months of 1873 
a serious stringency prevailed. The surplus reserves remained 
low, and high rates of interest did not enable the banks to 
recover their position. The demands of 1872 were met with 
difficulty, and in the following year, when the regular fall demands 
for money fell upon the depleted reserves of the New York 
banks, they were unable to respond and at the same time carry 
their large line of call loans which had been chiefly made on 
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railway securities, and they were compelled to callthemin. The 
panic of 1873 was the result, not of unhealthy industrial con- 
ditions, for the railroad earnings of that year were higher than 
ever before, but of a complication of circumstances which tied 
up the bank: reserves of the country in such fashion that their 
withdrawal broke down the stock market.* Later panics have 
repeated these experiences. When an unexpected demand for 
currency finds the central bank reserves low, these funds cannot 
be obtained without curtailing their time loans or calling in so 
large an amount of call money as to seriously weaken the stock 
market, even to the extent of endangering the safety of their col- 
lateral. The usual result is that the borrowers on call are favored 
at the expense of time borrowers; which may seriously hamper 
business, even to the extent of arresting the movement of prod- 
ucts to the seaboard from the inability of exporters to negotiate 
bills of exchange.? In extreme cases, as in 1893, inland banks 
have been unable in some cases to obtain their funds from 
reserve agents, and it has been claimed that many suspensions 
have resulted from this cause.3 The centralization of reserves 
may thus be fairly charged with increasing the severity of com- 
mercial crises. 

It will now be well to note the various expedients which 
have been employed to prevent these contingencies. A panic, 
or even a severe stringency, renders its own immediate recur- 
rence extremely improbable. During the years immediately 
following our three crises since 1872 the large accumulations 
of idle money in the centers, due to the genera! stagnation of 
business, have insured an easy loan market, no matter what 
might be the demands for industrial purposes. In the same 
way a stringency caused by an industrial revival, as in 1879, 
is seldom repeated in the year following. The money sent out 
does not return and is available elsewhere to meet the fall 
demands. Low prices, which at the same time require less 

* Commercial and Financial Chronicle, vol. xvii. p. 404. 

* As for example in 1890. 


3See A. D. Noyes, “The Banks and the Panic of 1893,” Political Science 
Quarterly, March 1894. 
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money to move a given amount of produce, and by discouraging 
buying reduce the amount offered for sale, mitigate the severity 
of the strain. 

There are also various legislative expedients. Before 1874 
the periodical accumulation of national bank notes in the 
centers increased the possibilities of trouble. The banks were 
not allowed to include these notes within legal reserves; they 
were not allowed to refuse them as deposits, and banking 
courtesy forbade them to send the notes home for redemption. 
In the endeavor to dispose of them the notes were frequently 
sold at a discount, or loaned for short periods without interest, 
repayment in legal tenders being stipulated.‘ This practice 
tended to increase inflation, and therefore to increase the diffi- 
culty of preparing for the fall demand. The bank act of 1874 
remedied this evil by establishing a redemption bureau. The 
national bank notes which accumulate in eastern cities are now 
immediately sent to Washington and exchanged for legal ten- 
ders. From the redemption bureau they are speedily returned 
to their issuers for redemption.?, Another remedy has been fur- 
nished by the law requiring the Secretary of the Treasury to 
purchase bonds with his surplus funds. It has long been the 
policy of the government to regulate its disbursements with 
reference to the needs of the money market. Bond purchases, 
during the years when the treasury was buying, regularly 
increased during the late summer and fall; and the increased 
supplies of money which have thus been furnished to the market 
have several times prevented a stringency.3 By withdrawing 
money from circulation during the months when it is redundant, 
and disbursing it when need arises, the treasury has, to a large 
extent, supplied the lack of an elastic reserve system. The 
method of relief is available only while a surplus exists, but at 
all times, by anticipating interest payments and by depositing 


* Commercial and Financial Chronicle, vol. xii. p. 136. 

? These redemptions average about 120 millions each year.— See Comptroller's 
Report, 1896, p. 536. 

3 Finance Report, 1896, pp. §9, 128-131. See also Commercial and Financ tal 
Chronicle during 1870-1 and 1886-1889. 























NATIONAL-BANK DEPOSIT-RESERVE SYSTEM 223 


public money in banks, the treasury has been able to assist the 
money market. Gold imports have furnished a means of relief. 
These annually increase during the fall months in response to 
higher interest." 

The banks themselves have grown more cautious. They have 
been more careful in late years to prepare for the fall demand. 
If the central banks at all times maintained a substantial sur- 
plus of reserve, the possibilities of stringency would be greatly 
diminished. The steady growth in the knowledge of the nature 
and uses of the deposit currency bids fair to greatly diminish 
the demands for cash for buying the crops. 

We have already observed that the national banking law 
has been held accountable for the evils of centralized reserves 
because it recognizes and sanctions the practice. In 1874, when 
the amendment of the law was under discussion, a proposition 
was made by the finance committee of the senate to compel 
the banks to retain their reserves in their own vaults. The 
proposition failed of adoption, mainly because it was objection- 
able to the inflationists, who feared that it meant a contraction 
of the currency.?, The early reports of the comptroller vigor- 
ously denounce the system. In the discussion following the 
panic of 1893 a regulation similar to that proposed in 1874 was 
vigorously advocated;* and the monetary commission was 
strongly urged to include this among its recommendations 
for banking reform. The difficulty has also been assigned to 
the practice of paying interest on deposits, and the New York 
clearing house has on several occasions urged the abandon- 
ment of this practice.$ 

The chart (p. 214) will show that the first of these proposed 
remedies would not be altogether adequate. As has been 

* Finance Report, 1895, pp. 110, III, 112. 

? See Congressional Globe, second session, XLII Congress, part 2. pp. 1241, 1764, 
2250-2251, 3840, 5185. 

3 See Comptroller's Report, 1866, p. vii; 1867, p. viii; 1868, p. xxii. 

™ . See the editorial pages of the Bankers’ Magazine for 1894 and the early part of 


5 Commercial and Financial Chronicle, vol. xvii. p. 652. Bankers’ Magazine, 
New York, vol. xx. pp. 124, 125. 
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already remarked, the great majority of banks have habitually 
carried an amount of lawful money approximating very closely 
to their required reserves. Their deposits with reserve agents 
have mainly consisted of their surplus reserves, with which the 
law is not in any way concerned. If they were required to 
retain their legal reserves at home, some effect might be pro- 
duced in contracting their deposits in the centers in order to 
increase the surplus held in their own vaults ; but unless the 
reserve requirement were materially increased, the existing 
practice would not be greatly modified. The prohibition of 
interest on deposits would probably have the effect of throwing 
a large part of the surplus funds into the state and private 
banks, and the trust companies, and, as already remarked, the 
payment of interest is not the only inducement offered. 

The real difficulty lies in the nature of our system of note 
issue. If the banks were allowed to supply these periodic 
demands for cash by the issue of their notes based on assets, 
little trouble would ordinarily be experienced in meeting these 
extra demands for cash. The crops would be moved by an 
elastic medium of bank notes, which could be retired when it 
was no longer needed. In the case of a money panic, however, 


the probable result is more doubtful. 
EDWARD S. MEADE. 


UNIVERSITY OF CHICAGO. 
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THE MASSACHUSETTS TAX REPORT. 

THE report of the Massachusetts Tax Commission‘ of 1896, recently 
submitted, is a noteworthy document. It marks the highest point 
yet reached by an American commission in the discussion of prob- 
lems of state and local taxation. Among the two score of American 
reports on taxation it is distinguished by its statesmanlike grasp of 
fundamental problems and principles, and its scholarly acquaintance 
with modern ideas. Other reports occasionally surpass it in the treat- 
ment of special questions. The New York report of 1871 went much 
deeper into the legal intricacies of taxation. The Ohio report of 1893 
treats more fully of the methods of taxing corporations. But none has 
gone so directly to the heart of the whole subject and occupied itself 
so exclusively with salient features. This was, no doubt, chiefly due to 
the character of the commission, in the composition of which rare 
judgment was shown. The commission was not a committee of the 
legislature, but was appointed by the governor from persons who 
seemed particularly suited to help in its work. The bench, the business 
community, the farmers, the workingmen, the professional students of 
taxation, were, each, represented by amember on the commission — the 
last named through Professor Taussig, of Harvard University.’ It 
was an unusual commission, therefore ; and, having undertaken its work 
in a large spirit, its conclusions are of more than local interest. No 
apology seems necessary for presesenting them to the readers of the 
JOURNAL somewhat at length. 

The situation, industrial and fiscal, of Massachusetts, is not so 
different from that of the other states as to limit seriously the service- 
ableness of the commission’s investigations. Massachusetts is a state 
with manufactures and commerce the best established pursuits of the 

* Report of the Commission Appointed to Inquire into the Expediency of Revising and 
Amending the Laws of the Commonwealth Relating to Taxation. Boston: State Printer, 
1897. 

? The other members of the commission were Judge J. R. Dunbar, Hon. Alvan Barrus, 


Hon. T. Jefferson Coolidge, and Mr. George E. McNeill. The majority report was 
signed by all the members excepting Mr. McNeill, who represented the workingmen, 


and who submitted a separate report. 
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people, and agriculture in a condition of decline. The proportion 
of urban communities is larger than in most of the states, as is also 
that of the capital invested by her citizens in enterprises outside of the 
state. But these circumstances, after all, simply serve to bring into 
relief the principal conditions that have to be reckoned with in the 
reform of American taxation, in all but the strictly farming states. 
The Massachusetts tax system bears a general resemblance to that of 
the other states, although possessing some distinctive features. The 
general property tax is the basis of the system. Mortgages, however, 
on Massachusetts real estate are not taxable as personal property and, 
practically, they are exempt. But securities of corporations outside 
the state are taxable. Besides the general property tax and, indeed, 
partly as supplying its deficiencies, other important sources of revenue 
have been established. These are the corporation taxes, the income 
tax on professional and business incomes, and a collateral inheritance 
tax. Corporations are taxed locally on their real estate and machinery, 
but these are deducted in determining the state tax. The proceeds of 
the latter (known as “ corporate excess’’) are distributed in large part 
among the cities and towns. 

The assessment of taxes in Massachusetts is better than in most of 
the states,the administration being more centralized and a higher 
standard of efficiency among the officials maintained. A more or less 
effective supervision of valuations in different parts of the state is 
exercised by a tax commissioner. The results obtained, therefore, 
represent as much as may be expected from a system in which the 
general property tax figures as the most important element. They are 
so far from satisfactory, however, that the commission has found it 
necessary to recommend important changes. These changes are sum- 
marized as follows : 

1. An inheritance tax, levied with respect to realty as well as to 
personalty, at the rate of 5 per cent., with an exemption for estates 
not exceeding $10,000, and an abatement of $5000 On estates between 
$10,000 and $25,000. The revenue from this tax to be distributed 
from the state treasury among the several cities and towns, one-half in 
proportion to population, one-half in proportion to assessed valuation. 

2. A tax on occupiers in proportion to house rentals, only the 
excess over $400 of rental being taxable. 

3. Abolition of the present taxes on intangible personalty, such as 


J 
stocks, bonds, loans on mortgage, income; the taxes recommended 
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under 1 and 2 being relied on to yield at least as large a revenue as is 
now secured by the taxes to be abolished. 

4. Assumption by the state treasury of county expenses. 

5. Appropriation by the state of the revenue from taxes on cor- 
porate excess, now distributed among the several cities and towns." 

It may be added, that the abolition of taxes on intangible person- 
alty is to extend to,investments, without as well as within, the state ; 
that the house rentals tax is to be for local purposes; that the cor- 
porate excess to be appropriated by the state is to provide for the 
assumption of county expenses; and, finally, that the commissioners 
favor, though they do not recommend, the exemption of machinery 
from taxation. The rate proposed for the inheritance tax is 5 per 
cent., for the house rentals tax ro per cent. 

Striking, not to say radical, changes are, therefore, contemplated 
by this plan, although the general attitude of the commission is con- 
servative.? The general effect of the plan, if adopted, will be a serious 
alteration in the distribution of the burdens and benefits of taxation 
in the state. For there will be benefits as well as burdens to be dis- 
tributed under the new system. Two leading thoughts appear to have 
shaped the recommendations of the commission. One, to secure a 
more equitable distribution of taxation among the various classes and 
interests affected; the other, to use the general financial resources of 
the state for the relief of certain localities nowoverburdened. Hence 
the proposed assumption of county expenses, and hence, also, the 
proposed division of the proceeds of the inheritance tax. The com- 
mission took its position on the principle that persons of means should 
make full contributions to the public charges ‘in proportion to their 
means, whatever the form or source of those means ;* and sought to 
frame a system in accordance with it. ‘‘ Tobring this about with the 
least possibility of evasion, without a shifting of taxes to the shoulders 
of others, without annoying and objectionable inquisition into the pri- 
vate affairs of citizens,” the commission recognizes, “‘is the most 
difficult problem in taxation.”* While completeness cannot be claimed 
for its solution, it does show a remarkably clear conception of the task to 
be dealt with and its difficulties. And the commission has probably 


* Report of the Commission, p. 120. 
“Changes in the methods of taxation should not be made unless strong cause for 
them can be shown, and great gains can be reasonably expected.”—Jé7d., p. 39. 


3 Jbid., pp. 95, 111. 4 [bid., p. 95. 
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acted wisely in confining its recommendations to what seems necessary 
to overcome the acknowledged evils of the existing system, while sub- 
stituting in its place one that will be more equitable and yet workable. 
Altogether, the plan under review presents a consistent and well- 
considered attempt to grapple with the problem of state and local 
taxation, regarded as a whole. ‘This is its special distinction. 

The first, and the essential, step inthe reform of American taxation, 
it is now agreed by all competent students of the problem, is the 
abandonment of the attempt to tax intangible personalty. There are 
those who propose to go even further in the disintegration of the pres- 
ent system, by reducing the general property tax to a simple real estate 
tax,—what it is getting to amount to, more and more, in practice. 
But on this point the consensus of opinion is not yet complete, 
although there is a noticeable drift in this direction. The Massa- 
chusetts commission, however, has limited its proposal to the lesser 
step; but its recommendation, here, is explicit and unqualified. No 
such explicit proposal to give up taxes on intangible personalty has 
ever been made in the majority report of an American commission, 
excepting the New York report of 1871 and the Ohio report of 1893. 
The Massachusetts commission of 1875, in an otherwise able report, 
recommended the retention of the taxes on personalty, confident that 
it could be reached if more effective measures were adopted ; and the 
more recent commission of 1893 contented itself with recommending 
a compulsory listing system backed by severe penalties. And such is 
the view of most recent commissions in other states. The Maine com- 
mission and the Pennsylvania commission, both of 1889, advise more 
stringent methods. The Delaware commission of 1891 even had the 
hardihood to propose the reintroduction of the tax on intangible per- 
sonalty. But, generally, the unsatisfactoriness of the tax is admitted 
in the reports, without its being seen that the causes of failure are 
inherent in the system and that the only logical escape lies in a 
change of system. Thus, the New York Counsel Report of 1892 thinks 
abolition too radical a step. The principle of the property tax has 
evidently taken a firm hold of the average American mind, and it is 
clear that emancipation wiil be neither a swift nor an easy process. 
Each new accession to the ranks of the abolitionists deserves, there- 
fore, to be signalized ; and in the most recent accession we recognize the 
well-informed judgment of a commission that has inquired into the 
nature and working of the property tax thoroughly and, having found 
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the lasting causes of its failure, has not shrunk from the duty of boldly 
proposing the abolition of its worst feature. We quote from the 


report: 

The taxation of personal property in the form of securities and invest- 
ments is thus a failure. It is incomplete, uncertain, not proportional to 
means as between individuals, grossly unequal in its effects on different parts 
of the state. The experience of Massachusetts in this regard is the same as 
that of the other states of the Union. Everywhere, without exception, the 
testimony is that this part of the system of the general property tax is 
unequal, unsuccessful, often demoralizing to tax officials, always irritating to 
taxpayers. 

The experience of Massachusetts is the more striking, because here the 
difficulty does not lie mainly in the administration of the tax laws. The 
assessors are usually honest, competent, zealous. We have heard much of 
grave abuses, of almost corrupt laxity, in other states. But in this common- 
wealth, notwithstanding occasional defections, the standard of public duty 
continues to be high, and the cause of failure is not to be found mainly in 
official dereliction. It lies in the system itself.* 

The simple system of the general property tax, adopted in the days of 
simple conditions, is antiquated. The complicated industrial life of modern 
days calls for a more complex and a more varied system of taxation. No one 
tax, resting on the apparently simple principle of taxing every man in pro- 
portion to what (in the eye of the law) is his property, will meet the difficul- 
ties of the situation.? 

The logic of the situation, then, demands achange of system. Of 
this there can be no question. The real matter for discussion relates 
to the taxes that are to compose the new system. As yet no pro- 
gramme has been settled upon by those who have given most thought 
tothe subject. Nor is such a specific achievement likely to be the result 
of the discussion. The states of the Union are not all on the same 
level with respect to resources or requirements ; and the local equation 
must be allowed its full value in the changes to be undertaken, in each 
case. But the substantial similarity of conditions is large enough to 
make agreement possible on the fundamental needs of the situation. 
And this result is being achieved. Anyone who analyzes the reports 
of the past twelve years can hardly fail to detect the convergence of 
opinion on certain points that are certain to describe the direction and 
scope of the future tax system. These points were recently stated to be: 
separation of state and local revenues; state revenues derived chiefly 


2 Jbid., p. 110. 





* Report of tne Commission, p. 67. 
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from corporation and inheritance taxes; local revenues derived from 
real estate and from the other elements of taxable faculty.t The 
changes recommended by the Massachusetts commission are in har- 
mony with these tendencies. 

The plan of the commission clearly contemplates a division of the 
sources of revenue between the state and the localities. Each is to be 
equipped with its independent taxes. The proposed assumption of 
county expenses by the state works in the same direction, by drawing, 
more sharply than is now done, the line between state finance and local 
finance, and thus emphasizing the propriety of separate revenue provi- 
sions. It is a fundamental principle of finance that the revenue sys- 
tem should be adapted to the nature and effect of the public services 
itis designed to support ; and a moment’s consideration is sufficient 
to indicate how different are the spheres of action of state, and of local, 
government. The services, and the benefits of the services, undertaken 
by the former are quite different in character from those that are 
peculiarly local. This difference, in its extreme form, is all the differ- 
ence between building a university and cleaning an alley ; and on this 
difference is based the important principle of segregation of revenues 
between the various divisions of government—a principle that is 
bound to assert itself in any serious analysis of the data of state and 
local finance. It is already becoming a noticeable tendency of 
modern taxation, it was the operative principle of the recent Prussian 
reforms, its influence is felt in American discussions. ‘The deeper rea- 
sons from which the principle derives its sanction are not yet appre- 
ciated by American commissions. The heavier financial needs of the 
cities, and the difficulties of administering an identical state and local tax 
system, are the considerations that have thus far determined their views. 
But the principle is at work among us and represents, just now, the 
most fruitful idea in American finance. It has helped shape the plan 
of the Massachusetts commission, although the separation of local 
from state taxation is not carried as far in that plan as some recent 
commissions have wished. The division under the new system would 
be the following : 


State Local 
1. Corporation taxes. 1. Inheritance tax. 
2. Property tax. 2. Habitation tax. 


3. Property tax. 


*SELIGMAN, Essays in Taxation, p. 420. 
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The line of cleavage, it will be observed, would be broken by the 
use of the property tax for both state and local purposes. Its chief 
réle, however, would be in local finance, since the state treasury would 
look to the corporation taxes and other fixed sources for the great 


bulk of its income. It would seldom be necessary for the state to ° 


carry its rate on property beyond a very moderate height. Being so 
largely local in effect, therefore, why not have made it so in law? 
From a “wish to retain,” says the commission, “in the expenditure 
of the public revenues that sobering sense of responsibility which 
arises with the need of a levy of immediate taxes.’”” Economy in the 
use of the public money is certainly an object worth aiming at in the 
financial system, and it will always deserve consideration, whether the 
particular method alluded to is not efficacious for the purpose, though 
there are those who scout the idea as a fiction of the books. How- 
ever this may be, it certainly seems unwarranted by experience to put 
much faith in the method, where the margin of expenditure to be pro- 
vided by immediate taxes is so narrow as it would be in Massachusetts. 
The average American taxpayer is not very sensitive to moderate 
changes of rate, and immoderate extravagance is not to be feared. 
The particular lesson, in the management of public outlay, that this 
country is most in need of learning, is not so much economy in the 
amount of expenditure as wisdom in the choice of objects. We spend 
not too much, but with too little sense of proportion. Where the 
danger of legislative extravagance is real, it would be better, if the 
remedy is to be found in taxation at all, to cut it off by limiting state 
expenditure to the yield of the permanent taxes, establishing the lat- 
ter at rates that are equal to supplying the regular and ordinary 
requirements of revenue, but little more. Little inconvenience would 
be experienced from this practice, because there is little room for var- 
iation in the level of legitimate state needs. The objects of state out- 
lay are fixed in character and an easily ascertainable amount, and lend 
themselves admirably to support out of fixed sources of revenue. Their 
slow increase would be easily met, in most cases, by the steady growth 
of the solid sources that would naturally be selected, ¢. g., a well- 
arranged system of corporation taxes. There is no need in common- 
wealth finance as in national finance, of adjustable receipts ; no need, 
therefore, on this account of retaining the state tax on property. Its 
retention, moreover, would keep alive more or less of the existing fric- 
tion between the state and the local administration. Such friction is 
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almost inevitable in any system which apportions a state tax on the 
basis of local valuations. It is true that the present difficulties in the 
way of equal apportionment might be diminished by removing the temp- 
tation to undervaluations ; and this might be accomplished by some 
‘such method as that ingeniously suggested by the Massachusetts plan, 
of distributing a portion of the inheritance tax on the same basis of 
valuation as that made for the levy of the property tax. With a heavy 
inheritance tax and a light property tax this would seem to promise 
an effective method. But it is just conceivable that it might prove too 
effective and give rise to new complications of a rather serious charac- 
ter. ‘he inheritance tax would offer a tempting melon to be divided, 
and local cupidity would be stimulated. Overvaluation might follow 
in the wake of undervaluation, and thus inequality be perpetuated. 
But even supposing the problem of uniform assessment could be 
solved in the suggested manner, it must be confessed that property is 
not an appropriate subject for state taxation. Both theory and expe- 
rience have marked it for local taxation. It is, especially as regards 
real property, local in its character and value ; its most important rela- 
tions are with local, not state, activities; it is the recipient of sub- 
stantial benefits from local government, from which it derives value 
and for which it should make compensation in equivalent taxes. The 
doctrine of taxation in proportion to benefits is a reasonable principle 
in local finance and leads logically to the /oca/ taxation of property. 
And, considering the rapid growth of local expenditures, there is an 
added reason for putting the cities and towns in undisturbed posses- 
sion of this, their most expedient form of taxation. The state should 
look elsewhere for its revenue, there is no place in a well-organized 
modern tax system for a state tax on property. 

Turning to the new taxes proposed by the commission, the first to 
be noted is the inheritance tax. Here is a form of taxation that is 
rapidly gaining ground at the present time. Recent legislation 
abounds in examples of its introduction or development. It is a 
characteristic product of the democratic tendencies of the day. Wher- 
ever the pressure for revenue reform is making itself effectively felt, 
the inheritance tax is making its way. Whatever the misgivings 


of earlier theorists, its expediency, in some form, is almost unques- 
tioned now; although, it must be admitted, that its popularity is 
greatest where least is known of the subject of taxation. But this only 
makes it clearer that the sentiment of the age demands this kind of 
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taxation, and this sentiment is being respected. While the opinions 
of scholars are divided as to the true nature and justification of the 
inheritance tax, its appropriate constitution, its place in the tax sys- 
tem; the legislative movement is steadily growing stronger. More 
than a dozen states of the Union have some sort of collateral inher- 
itance tax ; two also tax in the direct line, and some have attempted 
to maintain a scale of progressive rates. But, except in a few cases, 
the yield of the tax is not high. American reformers have thus far 
had to content themselves with establishing the principle of the tax, 
leaving its fiscal development to the future. But the Massachusetts 
commission proposes to make of the inheritance tax an important 
present financial resource, assigning it a very definite place in the 
new system. Instead of the few hundred thousands now raised by 
inheritance taxation, it is proposed to look to this quarter for a few mil- 
lions. It is to be the main substitute for the existing taxes on intangible 
personalty, and it has evidently been arranged with this object in 
view. ‘The commission has concerned itself little with the theoretical 
side of the tax. No gradation of rates according to degree of kinship 
is recommended, and, beyond abatements for small estates going to 
mere relatives, no graduation of rates to the size of the inheritance. 
“Such a scale would raise very difficult questions of principle as to 
the propriety of discrimination between persons of large and small 
means, and as to the extent to which the state should go in a method 


Lh 


which tends to discourage accumulation. Until these questions 
have passed the stage of discussion it would seem best to keep the 
inheritance tax within conservative lines. Indeed, the proposal of the 
Massachusetts commission, levying, as it would, a practically uniform 
tax on estates before distribution, really amounts to a property tax 
levied in the convenient form of an inheritance tax. Inheritance, as 
such, figures but little in the constitution of the tax. There is nothing 
about it. It is 
a simple and effective method of reaching a class of property that now 


, 


objectionable, nothing “ punitive” or “ confiscatory ’ 


largely escapes. As such it is intelligible and commendable. 

Though offered as a substitute for the present taxes on intangible 
personalty, the commission intends that the new tax shall apply indif- 
ferently to real and personal estate. On the face of it, this would seem 
to result in a hardship to the owner of real property and visible person- 
alty. This important aspect of the case has not, however, been over- 
* Keport, p. 93. 
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looked by the commission, at any rate, not as regards real property. 
Indeed, it is one of the rare merits of the report that it has reckoned 
with the question of shifting and incidence of taxation. In arrang- 
ing its system the commission has evidently tried to look forward to 
the ultimate distribution of its pressure, and no fear is entertained 
that real estate will be overburdened. In the opinion of the commis- 
sion, the present owner, in the cities at least, feels the burden of the 
property tax but little. Partly, the tax has been discounted in the 
purchase price of the property ; partly, it is shifted to thetenant. Ina 
great many cases, “‘ outlay and rentals are so adjusted that the owner 
gets a net income equal to that which investments of the same solidity 
yield in other directions.” * In such cases the owner has contributed 
in form only, and may, therefore, fairly be called on for further taxes. 
As a general proposition this is probably true, and so far strips the 
inheritance tax proposal of the objection of being an unjust double 
tax. The same argument, it may be noted, is also applicable to the 
corporation taxes. ‘There, too, the taxes have been discounted in the 
price of the stock. The present holder seldom carries their burden. 
But in the less prosperous towns and in the farming districts there is 
little shifting of the property tax. There the burden is a real one. 
In these communities, however, the number of persons who would be 
reached by the proposed inheritance tax is small, so that no serious 
inequalities would result—certainly no more than are inseparable 
from the working of almost any system. Altogether, then, the inheri- 
tance tax would cause no aggravation of the burdens of the present 
taxpayer; it would, in the main, strike a class of contributors who 
now avoid their fair share of taxation. The only class that might 
have ground of complaint is the active business class. Merchants and 
manufacturers would continue to be taxed on their stock in trade and 
machinery. They cannot shift their taxes. For them the inheritance 
tax would be an added burden; but not necessarily an unjust burden. 
Their chief contributions under the property tax would be to local 
taxation, and it is questionable whether they would amount to more 
than a fair equivalent for the advantages received by them from the 
local expenditures. 

A further feature of the proposed inheritance tax must be noted. 
The tax is to be collected by the state, through the machinery of the 
probate courts, but the proceeds are to be distributed in aid of local 
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taxation. In effect, therefore, it would be local revenue. This isa 
new suggestion in American finance. Hitherto, and in existing legis- 
lation, there has been no thought of treating the inheritance tax as 
other than state revenue to be used for state purposes. In England 
a substantial fraction of the imperial “death duties” has for some time 
been aliocated to the local authorities; under the recent changes in 
Prussia, the business tax is administered by the central government on 
account of the communes; and other examples might be cited. But, 
thus far, the whole idea of treasury subventions from the higher divi- 
sions of government has remained quite foreign to our financial prac- 
tice. It is worth considering, however, whether this method would 
not supply an easy solution of some of our most perplexing tax prob- 
lems. The complications of interstate taxation might be greatly 
diminished if the federal government should undertake the collection 
of certain taxes — railroad, telegraph taxes, etc.— and apportion the 
proceeds among the states on some equitable basis. Uniformity of sys- 
tem would be the gain here. And, within the limits of state finance, 
the method might be advantageously employed to lighten the burden 
on local resources. The fact which must not be lost sight of in a study 
of the tax problem, is the vast preponderance of local over state 
outlay in the cost of government. It is as six to one, and the dispro- 
portion is steadily growing larger.* The local divisions are sadly in 
need of taxes which they are not in position to command. The 
sources of local revenue are necessarily limited, some of the most 
productive taxes not being adapted to local administration. Such are 
inheritance and corporation taxes, and, perhaps, business and mort- 
gage taxes. These should be collected at rates in excess of state 
requirements, a portion of the proceeds, or all the proceeds of some 
one, being assigned to the local divisions. In this way the machinery 
of taxation would be more effectively set in motion, enabling a better 
adaptation of resources to needs, and relieving the pressure on over- 
burdened districts. Such seems to have been the leading idea of the Mas- 
sachusetts commission in recommending the distribution of inheritance 
tax revenue among the cities and towns. And, from this point of view, 
the proposed basis of apportionment, one-half in proportion to popu- 
lation, one-half in proportion to assessed valuation, is quite satisfac- 
tory ; although local taxation would be, in some respects, a better 


*The expenditures of the states are stated in the census of 1890 at 77 millions, 
and those of the local divisions at almost 487 millions. 
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measure of local neediness than assessed valuation. Details aside, 
however, the suggestion in its general bearings is one of great prac- 
tical value, and could be adopted in almost any American state with- 
out seriously dislocating existing arrangements. 

Much more radical is the proposition for a house rental tax. If 
adopted, it would mark a striking innovation in our methods of taxa- 
tion, a wide departure from the principle of the property tax. A sim- 
ilar proposition was made by the New York commission in 1871, but 
attracted little attention at the time. Its revival now, by the Massa- 
chusetts commission, after a quarter-century seems to show that there 
is something in the idea. Both commissions recommend it as a way 
of reaching elements of taxable strength that now escape. Taxes on 
house rent are common in Europe ; the local rates are levied on it in 
England ; so, too, the AZtethsteuer in many German cities; and it is an 
integral part of the French zmpdt modilier. Its merits and its defects 
are well understood, therefore. It is not a tax on property, but on 
expenditure ; it is levied not from the house owner, but from the 
occupier. But, though a tax on expenditure, it is not open to the 
objection commonly urged against expenditure taxes, of being 
unequal. On the contrary, it is upheld by its advocates as being a 
near approach to an income tax. It is described in the report of the 
Massachusetts commission as “‘a tax on presumed or estimated income, 
proportioned to the expenditure for dwelling accommodation.” * 
House rent is simply seized on as a convenient and approximate indi- 
cation of income. The theoretical desirability of the income tax is 
generally admitted. It alone is equal to the task of thoroughly secur- 
ing contribution in proportion tomeans. But no one at all acquainted 
with the present situation in this country believes that a state income 
tax could be successfully enforced. Its collection presupposes condi- 
tions that do not exist. ‘We fear,” says the commission, “that no 
effective public opinion would be present to aid the administration of 
a state income tax, and that evasion and concealment would take place 
to so great an extent as to render it ineffective and deservedly unpop- 
ular.””"* The income tax offers no cure, therefore, for the evils of the 
existing system ; and the objects aimed at by the income tax are to be 
secured, if secured at all, by means better adapted to the exigencies 
of the situation. This is the rationale of the proposed habitation tax. 
Perfection is not claimed for it, it is admitted that expenditure for 
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dwellings is only a rough and uncertain test of income. But, with all 
its disadvantages, it is contended that better results may be expected 
from this tax than from any other available method. 


It is clear, almost impossible of evasion, easy of administration, well 
fitted to yield a revenue for local uses, and certain to yield such a revenue. 
It is clear, because the rental value of a house is comparatively easy to ascer- 
tain. The tax is based on a part of a man’s affairs which he publishes to all 
the world. It requires no inquisition no inquiry into private matters ; it uses 
simply the evidence of a man’s means which he alrea¢y offers. We have 
provided that a taxpayer may either declare the value of the dwelling he 
occupies or leave it to be estimated by the assessors ; the matter being one 
which, in the majority of cases, can be so nearly estimated without declara- 
tion by the taxpayer that it is not very material whether he hands in a state- 
ment or does not. It cannot be evaded except by change in the style of 
living, which few people, if any, would undertake because of a moderate 
tax." 

These are solid advantages, not to be lightly dismissed. A strong 
presumption, it must be confessed, is established in favor of any tax 
that can be easily and uniformly assessed. Nothing but clear proof of 
unbearable inequality should be allowed to overcome it. It is not 
strange, therefore, that the house-rentals tax should have won the 
indorsement of high authority. Mill believes it “a nearer approach 
to a fair income tax, than a direct assessment of income can easily be.” 
Leroy-Beaulieu thinks it “the best means of striking contributors in 
and calls it “the most acceptable of the 


” 


proportion to their faculties, 
direct taxes.’’? 

The difficulties which would present themselves, if it were proposed 
to collect this tax for state purposes, fall away where it is restricted to 
local uses, and make it the more unobjectionable. While between 
places of different importance or population, the scale of rents would 
be different, and the correspondence of rent and income, therefore, 
broken ; within the same city or town, the scale would be uniform and 
the correspondence, as nearly as may be, complete. Administered 
locally, it is hard to imagine a more expedient form of taxation. High 
praise is due to the Massachusetts commission for having brought this 
subject before the public in a way that is likely to excite its intelligent 
discussion. 

A word may be added regarding the incidence of the proposed tax 
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on rentals. On the face of it, it looks like an addition to the taxes 
already levied on real estate. And so it is, but the burden will not be 
upon the owner. With rents exempt up to $400, and taxation only on 
the excess, the tax would amount to too little, even at a ro per cent. 
rate, to cause any appreciable change in the selection of dwellings ; 
without which, there could be no shifting backwards of any part of 
the tax to the owner. It would almost inevitably stay where it was 
first imposed, thus discharging its intended function of a tax on pre- 
sumed income, among the comfortable and well-to-do. 

The farming districts and the smaller manufacturing towns would 
not be much affected by the new taxes. These would be collected 
almost entirely in the cities and larger towns. For the farming towns 
the property tax would continue to be the chief tax, and no change is 
thought necessary in its basis.‘ On the other hand, their burdens 
would be considerably lightened by their participation in the pro- 
ceeds of the inheritance tax. There might seem to be some question 
as tothe right of these communities to share in revenue to which they 
would contribute little or nothing. But they are overtaxed now and 
are fairly entitled to milder treatment. With diminished resources, 
their expenses have gone on increasing, and are largely incurred for 


purposes, ¢. g., maintenance of schools and support of the poor, not 
strictly local in character, but of concern to the state at large. The 
commission was abundantly justified, therefore, in virtually exempting 
them from the operation of the new taxes, and even in going so far as 
to make them beneficiaries under the proposed changes. 


Such are the principal features of this able report. The changes 
recommended present a compact and carefully co-ordinated scheme 
of taxation, which, if adopted, would probably be found simple and 
effective in its working, and fairly equitable in the resulting distribu- 
tion of burdens. The conclusions of the commission are supported 
at every point by clear and, frequently, convincing reasoning ; and are 
always stated in faultless English. No other report evinces such mas- 
tery of its subject, nor keeps its discussions so habitually within the 
region of real matter. And no other commission, in framing its sys- 

* With true historical insight, the commission remarks that “the general property 
tax, which was first put into effect in this country under industrial conditions very sim- 
ilar to those which we now find in a farming town, works well under these conditions, 
but becomes more and more difficult of satisfactory application as property becomes 


larger in quantity and more complex in character.’”’— Refort, p. 52. 
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tem, has shown so studied a regard for the rights of taxation of other 
states. On the question of interstate taxation, the commission says: 


The circumstance that Massachusetts is one of the great nation of the 
United States increases the complexities of her industrial life, and causes 
peculiar difficulties in the selection of appropriate methods of taxation. The 
ownership of property is intertwined between the citizens of the several 
states; and each state, inevitably, is desirous of making sure that its own 
citizens shall make full contributions, and that its own fiscal needs shall be 
fully met. We have tried to devise a system of taxation which shall not 
trench on the field which should fairly be left to other jurisdictions 
We have tried to recommend changes which, if followed in other states as 
well, would not cause double taxation. . 

It is because of the difficulties of adjustment with relation to other states 
that we have proposed no changes that single out, for separate taxation, prop- 
erty or evidences of property outside of the commonwealth. We have said 
elsewhere that the holders of such property, spending and enjoying incomes 
within our borders, should contribute in some degree to our public burdens, 
But we have thought it best to make recommendations for their taxation, not 
merely because and in so far as they are owners of foreign property or for- 
eign securities, but because and in so far as their general means enable them 
to pay taxes... . We have proceeded on the assumption that property sit- 
uated outside of the state already pays, as property, taxes wherever situated, 
and that it is the concern of the state where it exists to tax it there. Within 
our jurisdiction, we propose to continue the taxation of property as such ; 
and, further, we propose to tax persons of means, whatever form or source 
their means may have. We hope thus to secure an adequate revenue by a 
general system of taxation adjusted fairly both with reference to other states 
and with reference to the different classes of society in our own state." 


This is an admirable statement of the true principle of interstate 
taxation and shows a fine spirit of comity toward the sister states. If 
acted on by the different states it would not only do away with most 
of the questions of double taxation, but would also lead to an equit- 
able division of taxes among the states. Of all the annoyances and 
injustices that have grown up under the system of the property tax, 
none have been more persistent or irritating than the cases of double 
taxation by competing states. And yet nonecan be so easily remedied 
if the question be only correctly understood. ‘“ Properly viewed,” the 
commission puts it, “the question is, not whether a man’s property is 
to be taxed, but where and in what manner it is to be taxed.”* The 
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evil is most manifest in connection with the taxation of corporate 
property and securities. Different states follow different and conflict- 
ing principles. Some follow the rule of sé#us, taxing only property 
actually within their borders, others— and they are more numerous — 
follow the rule modilia personam sequuntur, taxing corporations on the 
whole of their property or capital no matter where situated or employed. 
The result is often taxation by different states of the same property or 
capital. And there is the same divergence of principle in the taxa- 
tion of securities. Indeed, it sometimes happens that the same state 
taxes domestic corporations on the whole of their capital no matter 
where employed, and at the same time taxes the securities of foreign 
corporations held within the state. This is the present sfa¢us in Mas- 


sachusetts. It is obviously inconsistent and grievously unfair. The 
natural and simple way of adjusting all of these cases is that sug- 
gested by the commission: Where property owned by Massachusetts 
citizens is outside the state, it should contribute, as in fact it does, to 
the public burdens of the community where it exists, and where it 
enjoys the benefits of government activity. Within the state, those 


citizens should be called upon to contribute in some way to the public 
burdens, not with respect to the property itself, but with respect to the 
income which they here receive and enjoy from their foreign invest- 
ments." This is the modern doctrine of economic interest applied to 
the division of taxation between competing authorities, and it has been 
made the basis of some of the most important changes proposed by 
the Massachusetts commission. The commission has stopped short, 
however, of a complete application of its principle, for it proposes to 
leave Massachusetts corporations still subject to taxation on the whole 
of their capital irrespective of the place of its employment. This is 
illogical, but, perhaps, unavoidable at present. 

[t is to be regretted—and this brings one to notice some of the 
shortcomings of the report — that the commission did not recommend 
some changes in the method of taxing corporations. Massachusetts 
is behind several of the states in this respect. Corporations are taxed 
locally on their real estateand machinery, and, by the state, on the excess 
of value as represented by the capital stock at its market price. Special 
provisions are made for banks and railroads. But the general basis is sub- 
tantially the same, capital stock at market value. Bonds are not included 
in making the valuation, although under the present law provision is 
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made for taxing them in the hands of the bondholder. But as the 
proposed abolition of taxes on intangible personalty will remove this 
provision, the net effect of the changes contemplated would be a still 
further discrimination in favor of the bondholder. This is illogical 
and unjust. From the standpoint of finance there is no difference 
between stocks and bonds. As the commission itself has said in 
another connection, “Stocks and bonds, while legally different, are 
practically alike in being evidences of interest in some tangible prop- 
erty.”* They are not related as ownership and debt; they are both 
liabilities of the corporation, indistinguishable except in form. If 
valuation is to be made the basis of corporate taxation, it should take 
in bonds as well as stock ; otherwise heavily bonded corporations 
would escape a part of their legitimate taxes. The Pennsylvania 
method recognizes this, and is thus nearer the true principle of 
corporate taxation. Again, there would seem to be no solid ground 
for exempting from the valuation of corporations real estate locally 
taxed. Taxation by the state and by the local bodies is not one and 
the same. As a corporation, earning and paying interest and divi- 
dends, the corporation should be taxed by the state on the whole of 
its taxable capacity, as indicated by earnings or valuation. As a land- 
owner, receiving benefits from, and occasioning expenditures by, local 


government, the corporation should contribute to the local burdens. 
This may be double taxation, but it is not unjust. The corporation 
sustains one relation to state government, another and a different one 
to local government ; it is properly taxable in each of these separate 


capacities. 

Whether the omission of any special provision for the taxation of 
mortgages is a serious defect in the plan of the commission, is not easy 
to say. Views differ on the question of mortgage taxation. The 
movement in favor of a separate and effective taxation of mortgage 
securities, as the recent reports show, however, is undeniably strong ; 
but no method has yet been accepted as satisfactory. Under the 
present system of Massachusetts, which began in 1881, mortgages are 
virtually exempted. The theory of the law is that there shall be but 
one tax on mortgaged real estate, and no separate taxation of the 
mortgagee. The borrower and lender are left to arrange between 
themselves the payment of the taxes, with the practical result that 
payment by the borrower is commonly stipulated for in mortgages. 
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This system the commission proposes to leave unchanged, believing 
that it effects a fairly equitable adjustment of the burden on real estate 
between mortgagor and mortgagee. ‘“ We believe,” says the commis- 
sion, “that the change in the tax law made in 1881 has tended to 
bring about a decline in the rate of interest on mortgages, security 
being the same; and this decline has been as great as could be 
expected in view of the conditions prevailing at the time when the law 
was changed.”’* If, as is implied in this statement, the mortgage part 
of the tax is shifted to the lender, no change in the present law is 
necessary. But no evidence is offered in support of the contention, 
and it is challenged in the minority report, where the attempt is made 
to prove that the decline in mortgage rates has not been substantially 
greater in Massachusetts than in neighboring states, under similar 
conditions, without any change of law.* It may be doubted, there- 
fore, whether Massachusetts has found the most expedient solution 
of the question of mortgage taxation, taking the commonly accepted 
view, that the object of solution is the discovery of some effective method 
of taxing mortgage holders. The California method, which treats the 
mortgage as evidence of a proprietary interest in the property, and 
taxes the mortgagee in proportion to his interest, is more correct 
in theory, and would be more successful in practice if conditions were 
not against it. In California, as in Massachusetts, but one tax is 
levied on mortgaged property, but it is divided between the mortgagor 
and the mortgagee in proportion to their respective interests. The 
California method attempts to do directly what the Massachusetts 
system leaves to the uncertain process of shifting ; and, so far, is better. 
It is acommonplace in taxation that a tax is very apt to stick where 
it is first imposed, and the application to the matter in question is to 
tax mortgages in the hands of the mortgagee. If, as the commission 
believes, present circumstances in Massachusetts favor the shifting of 
the tax to the lender, @ fortiori they would tend to keep the tax there 
if originally levied on him. The borrower’s chances, to say the least, 
are better under the latter system. It is illogical for the commission 
to tell us, in almost the same breath, that the Massachusetts system 
‘‘has tended to bring about a decline in the rate of interest on mort- 
gages,” and that “ the taxation of mortgages by a certain and unfail- 
ing process would bring about a rise in the interest charge at least to 
the extent of the tax.’ They express the latter conviction “in view 
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of the experience of California, and of the general probabilities of the 
case.” But the general probabilities are certainly the other way if the 
first statement be true; and the experience of California is not par- 
ticularly in point in Massachusetts. Let it be true that “as compared 
with other loans and investments in California, mortgages there 
usually bear 2 per cent. additional interest,”* what does this show 
but the futility of trying ‘to tax capital in one form, while leaving it 
practically free in other forms? If “other loans and investments in 
California” paid their taxes, mortgages would not “usually bear 2 
per cent. additional interest.” Does the commission believe that the 
adoption of the Massachusetts method in California would effect a 
reduction of 2 per cent. in mortgage rates in that state? If not, 
what becomes of the soundness of its defense of the Massachusetts 
method? The fact is that the commission has not displayed its usual 
acumen and insight in the treatment of this question. The failure of 
the mortgage tax in California is not due to any error in the method 
of that tax, but to the unspeakable defects in the other parts of the 
system of the general property tax, as administered in that state, and 
in almost every other state of the Union. If the mortgage tax were 
supported by equally well-arranged taxes on corporations, business, 
and the other original sources of income, there would be no such 
record of failure to be noted. The mortgage tax seems destined to 
become one of the system of separate taxes that will eventually replace 
the general property tax, and the California tax should supply the 
model. There seems to be room for the criticism, therefore, that the 
commission was not alive to its opportunities for proposing useful 
changes, in the taxation of mortgages, as well as in that of corporations. 
Nor is it an adequate defense of the omission to say that the taxation 
of mortgage holders is provided for under the general taxes on rentals 
and inheritance proposed. The merchant, the manufacturer, the land- 
owner, and the shareholder will also be subject to these taxes; and, in 
addition, each will have his special taxes. The omission of a special 
mortgage tax is, therefore, a real one. 

Reference has been made to business as likely to supply one of the 
separate objects of taxation in the tax system of the future. The 


*“ The additional interest so charged is higher than the tax rate, for the lenders 
on mortgages are able to secure not only enough to compensate them for the taxes 
imposed, but something more by way of insurance against possible future rise in the 
tax rate.” — P. 39. 
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general property tax is destined to be broken up and replaced by taxes. 
upon the separate sources of income. This has been the history of 
the property tax in every European country, and the process of dis- 
integration has already begun here. Experience also shows that the 
gap between the property tax of the past and the more perfect forms 
of income taxation, which the science of finance points to as the ideal 
for the future, is regularly bridged by the system of taxes on product 
or earnings. We are now entering this stage of development in the 
United States. The corporation tax has come, the mortgage tax is 
approaching, and the business tax must follow. Our present method 
of taxing business is as crude and antiquated as the rest of the prop- 
erty tax. Merchandise and machinery are no measure of the earning 
capacity of a business, a closer approximation is needed. This is fully 
appreciated by the commission, which writes: 

To tax stock in trade rigorously, in accord with the letter of the law, 
would bring about injustice as between different business enterprises. No 
deduction from the assessed stock in trade is allowed for debts. Doubtless 
this is the best course, at all events the only possible course; for to allow 
such deduction would open the door to fraud and evasion through real, 
fictitious, or adroitly arranged debts. This, we understand, is the conse- 
quence of allowing deduction for debts from all personal property in the 
state of New York. On the other hand, to tax business men strictly and 
unerringly according to their precise stock in trade, irrespective of liabilities, 
might result in great inequalities. Of two merchants having the same stock, 
one may have a considerable capital and no debts, while the other may do 
business largely on borrowed capital and may be subject to a heavy interest 
charge. Of two businesses of the same size and profit, one may havea 
rapid turnover and a comparatively small stock at any one time, while the other 
may have a slow turnover and a larger stock. In these cases and in count- 
less others which can readily be imagined, taxation precisely in proportion to 
stock in trade would be unequal and unsatisfactory." 


And on the taxation of machinery the commission adds: 


As in the case of stock in trade, something about it can be ascertained 
by the assessors without difficulty -— its existence, at least, and a rough idea 
of its value. The exact value of machinery is, indeed, as difficult to judge 
as the exact value of a merchant's stock. The changes by invention, changes 
in fashion, in demand for goods made, in the general state of trade, make it 
almost impossible to ascertain that fair cash value which the tax law contem- 


plates.” 
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It is clear that many factors enter into the determination of the 
earning, and, therefore, of the tax-paying, capacity of business that 
are ignored under the present system of the property tax. It must at 
the same time be admitted that the problem presents very serious 
difficulties. There is no form of taxable activity in which the element 
of personal competency plays so large a rdle as in the conduct of bus- 
iness, and its assessment by any direct and accurate process is well- 
nigh impossible. The taxation of business incomes is the weak spot 
in every existing income tax. But, however difficult, better results 
may be expected than those which are generally reached in this 
country, and some change is unavoidably necessary in this part of our 
tax system. The commission tells us that in Massachusetts business is 
assessed with “at least a reasonable approximation to justice ;” but 
their own admissions indicate that, when this is so, it is because the 
assessors are better than the law. ‘“ The size of the premises, the 
nature of the trade, general repute as to profits and volume of business, 
give clews as to the relative taxable abilities of different concerns,” * 
that are utilized by the assessors; and, in this way, the defects of 
the law are in part corrected. The assessors have thus developed the 
beginnings of a system of business taxation by estimates based on 
external indications, which is a step in the right direction, and which 
might have been carried still further by the commission and made the 
basis of important proposals, with the promise of still better results. 
Europe shows several examples of this general method of taxing busi- 
ness, whose examination with reference to their practicability under 
American conditions would have been a highly useful service, for 
which the commission was well-fitted, to have performed. 

Many readers of the report will also notice with regret the absence 
of any recommendations for the special taxation of so-called public- 
service corporations. Street railways, lighting, and telephone service 
are familiar examples of these quasi-public corporations. It is not 
denied by the commission that the special privileges and franchises 
enjoyed by these corporations frequently secure them excessive profits. 
But it is maintained that other than questions of taxation pure and 
simple {are involved in the settlement of the problem presented by 
these corporations ; and that the questions of taxation cannot be sep- 
arately treated.? It is no doubt true that the problem thus presented 
is a large one, involving many considerations that lie beyond the 
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domain of taxation, and yet there are certain phases of it with which 
the tax system seems quite competent to deal. Pending the decision of 
the larger issues at stake, there would seem to be both room and need 
for special taxation. The commission has more than once stated its 
acceptance of the doctrine of contribution in proportion to means, and 
it probably would not deny the propriety of inquiring into the character 
and source, as well as the amount, of means. The franchise privileges of 
public-service corporations are a most important factor in their earn- 
ings, they give them opportunities of gain not possessed by others, 
they are an element of their taxable strength, and, on mere grounds of 
equity in taxation, they ought to be taxed. The commission has not 
hesitated to justify the taxation of inheritance as a “ gratuity,”* but 
what is more gratuitous than an uncompensated valuable franchise ? 
The disposition of the commission to avoid questions of general 
social policy in the discussion of the tax question is commend- 
able, but in this particular case it has taken too narrow a view of 
the province of taxation. There are many persons who, without any 
thought of suggesting changes in the social order, yet advocate the 
special taxation of these corporations on purely fiscal grounds. An 
important financial resource might be opened in this way for many an 
American city, whose activities are now limited for want of means. 
Doubtless the arrangement of a satisfactory plan for this sort of taxation 
would not be an easy undertaking. Allowance would have to be 
made for the special nature and privileges of different kinds of cor- 
porations. But these are among the questions on which the ingenuity 
of a commission may be profitably expended. 

The question of a single land tax was discussed before the commis- 
sion and its adoption urged with great persistence. The advocates of 
this form of taxation are numerous and enthusiastic in Massachusetts. 
But the commission rejected their proposals, stating its reasons in a 
paragraph that deserves to be set by the side of the spirited passage on 
the fundamental nature and justification of taxation contained in the 
Massachusetts report of 1875, for the discriminating sense it reveals of 
what is, and what is not, appropriate matter for discussion in an 
investigation that has to do, first and last, with questions of taxation. 
It reads: 

We have great respect for the earnest intentions and public spirit of the 
men who have advocated this plan. But we do not believe that any extended 


* Report, p. 97- 
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comment on it is called for, or any detailed statement of the reasons for not 
recommending its adoption. It proposes virtually a radical change in the 
ownership of land, and, therefore, an entire revolution in the entire social 
body. In this form of taxation all revenue from land is to be appropriated ; 
that is, all beneficial ownership of land is to cease. Whether or not this sys- 
tem, if it had been adopted at the outset and had since then been maintained, 
would have been to the public advantage, may be an open question ; but it 
would certainly seem too late now to turn to it, in the manner proposed. In 
any event, it involves properly not questions of taxation, but questions as to 
the advantage or disadvantage of private property in land. We believe that 
the general court, in providing for this commission, desired rather informa- 
tion and discussion as to the tax system in its working under existing social 
conditions than consideration of the abstract justice and the general 
expediency of private ownership of land. We propose, therefore, to leave 
this subject to be discussed before the legislature and the public as one of 
the fundamental problems of society, involving much more than taxation, and 
to confine ourselves to the narrower but sufficiently difficult subject of the 
best modes of taxation on property as it is now organized, and now recog- 
nized by law." 


A. C. MILLER. 


UNIVERSITY OF CHICAGO. 


t Report, p. 75. 
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WITHDRAWAL OF THE TREASURY NOTES OF 1890. 


THE process by which the treasury notes of 1890 are being retired, 
and silver certificates taking their place has an intimate bearing on the 
present deficit of the treasury as well as on the future of monetary 
reform. As is probably known, the act of 1890 in respect of the 
treasury notes required that ‘‘no greater or less amount shall be out- 
standing at any time than the cost of the silver bullion and the stand- 
ard silver dollars coined therefrom, then held in the treasury purchased 
by such notes.” Behind the notes are held bullion in large part and 
a relatively small sum of coined silver dollars; estimating this bullion 
at its cost, and adding the silver dollars at their face value, the total is 
the sum to which the treasury notes outstanding must be kept equal. 
If notes are redeemed by silver dollars (not gold), then the bullion at 
its cost, plus the dollars at their face value, is less than the outstanding 
notes, and a corresponding amount of the notes must be retired. If 
these silver dollars ever return, silver certificates are issued for them. 
As treasury notes are reduced, silver certificates (or silver dollars which 
they represent) take their place. 

Since the profit on the seigniorage in turning silver bullion into 
coins is over 50 per centum it is evident that by pushing the coinage of 
bullion into dollars, and expediting their exchange for treasury notes 
the treasury is making a profit of the seigniorage which is covered into 
the general balances of the treasury. For instance, during the last 
twelve months, the coinage of silver doilars out of this bullion has been 
over 21 million dollars. Hence the Secretary may gain a credit for his 
deficit of over ten million dollars. If this should go on rapidly, the Sec- 
retary might conceivably change his deficit intoa surplus. By changing 
one form of assets to another form, without adding to their actual value, 
he is nearly doubling their nominal value as treasury assets—since a 
silver dollar is nominally an acquittal of a silver certificate when pre- 
sented. The effect of the process may be shown, if treated as finally 
closed, by the following figures: 
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(1). Treasury notes, Bullion at cost, say $90,000,000 
as now, é. g.....+.$100,000,000 ( Silver dollars, say 10,000,000 


(2). Treasury notes, all geese coined into dol- 
redeemed, and in- lars at a seigniorage of 
stead an issue of sil- 50 per centum........$180,000,000 
ver certificates... .$190,000,000 Silver dollars, as above.. 10,000,000 


( $190,000,000 


By this method, the secretary might, when the whole process is 
completed increase his nominal assets by over go million dollars. And 
the speed with which this is now going on, may well give the country 
some alarm. 

While it may be laudable to reduce the nominal deficit, it can by 
no means be accepted that this is the proper method to adopt. Look- 
ing to the future, and to the necessity of maintaining the silver dollar 
at par with gold, this means that instead of being obliged to support 
the present sum of about 450 million of silver dollars at par, this 
amount will be increased by about 200 million dollars, and to that extent 
will conservative measures of reform be jeopardized. It does not meet 
the point to say that the treasury has the legal means in the form of 
silver dollars to cover the increased amount of silver certificates, and that 
its assets are enlarged exactly as fast as its liabilities. For, there still 
remains the obligation— behind all this silver coinage—to keep the 
silver dollars themselves at par with gold ; and if the total amount is 
increased to 650 million dollars the direct burden upon the gold reserve 
of the treasury is thereby made heavier. Such a policy is laying up 
danger for the future. Far better redeem the treasury notes at present 
in gold, and thereby keep their amount intact, without practically acting 
in such a way as would a new statute increasing our silver circulation 
by 200 million dollars. If the plan of the Monetary Commission should 
be adopted, it is probable that 450 million dollars of this silver circula- 
tion could he cared for without danger that it would come back on the 
treasury for redemption ; but it is not likely that this would hold true 
of 650 million dollars. And, at the present rate, it is highly probable 
that before any reform legislation will be passed, the largest part of 
the bullion behind the treasury notes of 1890 will have been coined ; 
and a damage will then have been done which cannot easily be 


remedied. 
J. LAURENCE LAUGHLIN. 
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CENSUS STATISTICS OF UNEMPLOYMENT. 


A LATE article’ by the Commissioner of Labor seems worthy of 
note as illustrating the unreliability of official statistics. From statis- 
tics of the Eleventh Census, Colonel Wright estimates the approximate 
number of persons unemployed during the census year as 1,139,672, 
or 5.01 per cent. of the total number engaged in remunerative occupa- 
tions. He also estimates that in manufacturing and mechanical indus- 
tries the nonemployment amounted to the equivalent of but 346,447 
persons for twelve months. He says also: 

It is the firm belief of the writer that the number of unemployed at the 
present time, or at any time since the advent of the régime of machinery, is 
not only not in excess of the number of unemployed under old systems of pro- 
duction, but is, in fact, less—-a condition that, it is believed, has been shown 


beyond dispute. 


The basis of these conclusions is the report of the last census as to 
nonemployment, regarding which Colonel Wright remarks: 


Fortunately for the present discussion, we are able to draw from the 
Report on Population, part 2, Eleventh Census of the United States (1890), 
some very valuable information relating to the unemployed. Facts concern- 
ing the unemployed were asked for in the census of 1880, but the results 
were so incomplete and valueless that no attempt was made to tabulate them. 
Thus it was that in the reports of the Eleventh Census (1890) information of 
the character under consideration was for the first time in federal enumera- 
tions compiled and presented in connection with the statistics of occupations 
derived from answers made on the population schedules. 

In using the figures relative to the unemployed, drawn from the census of 
1890, it must be understood that they do not represent the number of persons 
who may have been unemployed at any one time, but simply the aggregate 
number of persons who were unemployed for different lengths of time and to 
a very considerable extent, probably at different times during the census year 
covering the twelve months from June 1, 1889, to May 31, 1890. 

Considering the results for the whole country, the total number of per- 
sons, without regard to sex, unemployed at their principal occupations during 
any portion of the census year was 3,523,730, being 15.50 per cent. of the 
total number (22,735,661) of persons ten years of age and over, engaged in 
gainful occupations in 1890. Of this total number of unemployed (3,523,730), 
1,818,865, or 51.62 per cent. were unemployed from one to three months; 


*“ The Relation of Product to Productive Capacity.” By CARROLL D. WRIGHT, 
The Forum, February 1898. 
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1,368,418, or 38.83 per cent., were unemployed from four to six months, and 
336,447, OF 9.55 per cent., were unemployed from seven to twelve months. 


Colonel Wright arrives at his conclusion as to the equivalent num- 
ber unemployed for the entire year by assuming that the average 
number of months unemployed for all the persons reported for each 
period would be the mean in each case, and reducing the number of 
persons unemployed for the different periods to an equivalent of so 
many persons for one year. 

Being advised that an attempt to obtain the same facts at the pre- 
ceding census proved a failure, should we not look with some incre- 
dulity upon these alleged facts, which seem contrary to intelligent 
observations ? General Walker remarks at the Ninth Census: ‘‘As 
assistant marshals are appointed under the American system, nice dis- 
criminations in respect to industrial relations can hardly be maintained 
in a sufficient proportion of cases to give value to the aggregate results.” 

The like is true for the Eleventh Census, perhaps in a higher degree. 
The inadequacy and inefficiency of our census enumeration are well 
known.’ The value of the information obtained may perhaps be best 
judged by comparing the returns with common observation as to a few 
occupations, regarding which nearly everyone is fairly well informed. 
Below is the report as to nonemployment in five occupations, and also 
the total number of workers as reported in the tables of occupation : 








| 
| 

Total No, as| 
shown in 
tables of ac- 
cupations {| Total 1 to3 mos. | 4to 6 mos. | 7 tor2mos. 


Persons unemployed at their principal occupation 
uring the census year 








| 

Masons, brick and stone 158,918 || 68,355 27,824 33,463 7,068 

Paper hangers .... 12,369 | 3452 1,550 1,525 377 

Painters, glaziers, varnishers..| 219,912 || 68,170 32,550 29,180 6,440 

EEE ES 39,002 | 16,728 6,849 8,265 1,614 

Plumbers and gasfitters 56,607 | 7,615 4,255 2,531 829 
} 




















As to the second of these occupations, nearly everyone is aware 
that paper hanging is done almost exclusively at house-cleaning 


* As a specimen of unreliable official figures, the tables of occupation show 723 
females employed in the cigar and tobacco industry in Jersey City ; the manufacturing 
returns show no females and but three children ; the report of the New Jersey factory 
inspector shows 2500 females and 260 children employed in the single factory of 
Lorillard & Company; and the report on strikes and lockouts shows 1600 females, 
classed as pluggers, on a strike in this industry in this city during the year 1890. 
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time, covering not more than six months in the year, the principal 
part of the work being done during two or three months of the 
spring, and a smaller amount during a corresponding period in the 
fall. There are, of course, odd jobs at all times of the year, but 
not sufficient to employ more than a very small proportion of the 
workers. 

It is true that many paper hangers find employment during the 
year at some other work, usually painting, but the question asked was 
as to principal occupation. According to the census returns, of the 
12,369 paper hangers reported, but 3452 were unemployed at their 
principal occupation more than a month during the census year, and 
less than 1900, or only about 15 per cent. of the entire number, were 
unemployed three months or over. This, to one who has opportunity 
for observation, seems preposterous. But little less unreasonable is 
the showing for painters. 

As to bricklayers, the financial secretary of the Chicago Brick- 
layers’ Union asserts that there is seldom a year in which the brick- 
layers of Chicago, if all were employed, could not do in six months 
all the work that is done in a year. The World’s-Fair years are, of 
course, an exception. A reliable contracting mason states that the 
bricklayer who has eight months of work during the year is fortunate, 
and that stone masons average less time than bricklayers. This applies 
not to the present (exceptionally dull) times, but to such years as that 
of the last census. 

Confirmation of these estimates is found in the census reports of 
manufactures, by which it appears that the average number of 
employees in this industry was 108,405 ; this would indicate about a 
two-thirds employment. But it must be taken into account that the 
number of employees returned includes laborers who do not appear in 
the tables of occupation as masons. For every ten masons there 
should be estimated no less than six laborers. This would make the 
average number of masons employed but 68,000. Assuming this 
number to have been employed half-time, this would be equivalent to 

36,000 full time. As the entire number found by the enumerators 
was 158,918 it seems evident that the average employment of masons 
was rather under than over six months. Some allowance is probably 
necessary for inadequate enumeration in the manufacturing statistics. 


Yet this report of nonemployment shows that but 68,355 out of a 
total of 158,918 were unemployed for so much as a month’s time dur- 
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ing the year, and that but 40,531 lost more than three month’s time. 
Except for such odd jobs as setting boilers and the like, masons’ work 
is outside work ; they therefore do not work either in the rain, or when it 
is much below freezing. While there is less cold weather at the South, 
there is more rain, and when the sun is very hot the mason is com- 
pelled to lay off, or, as they say, “look for a black spot.” With at 
least two months in the year in which it is impossible for masons to 
work, Colonel Wright asks us to believe that nearly 60 per cent. of the 
workers in this trade were employed eleven or more months during 
the census year. On page 667 of his article, Colonel Wright presents 
among others, the statistics of the unemployed in this occupation, 
and his calculation is that this nonemployment is equivalent to the 
nonemployment of 24,181 for twelve months. His table does not 
give the full number of employees, so that the absurdity of his figures 
is not at first glance apparent. The amount of nonemployment 
shown for this trade is but slightly over 15 per cent. 


Col. Wright’s statistics aim to demonstrate that wage workers have 
little cause of complaint as to nonemployment, and that an increased 
production of but 7 or 8 per cent. would keep every worker in manu- 
facturing and mechanical industry fully employed. 


Below is a summary from the ///inois Labor Reports of 1886, bear- 
ing on this point: 


40,281 trade unionists Average, 35.5 weeks or 68 _ per cent. full time. 
036 coal miners 23.4 or 48 “ 

67 railroad men 46.1 or 88 ‘* 

45 Knights of Labor 41.5 or 80 “ 


5 
32,4 


85,329 workmen 37.1 af 72.4 “ 


If [says the commissioner] it be considered necessary to make some 
allowance for any supposed disposition to exaggerate the case on the part of 
those who have stated it, or for error in judgment on the part of those stat- 
ing it, the conclusion might be somewhat modified and still show the average 
working time to be 75 per cent. 


This showing is principally, if not entirely, for organized labor. 
A showing for all classes of labor would probably be even less 
favorable. 
H. L. Bviss. 


CHICAGO. 
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THE PEDAGOGICAL SIGNIFICANCE OF THE CEPHALIC 
INDEX. 


A DETAIL OF THE THEORY OF POPULATION. 


In a paper by G. V. de Lapouge* in the last number of this Jour- 
NAL, reference was made to certain unpublished data which would 
furnish further confirmation of the laws formulated. Since the above 
article was prepared a part of the additional material referred to, 
gathered by Professor H. Muffang, of the Lycée de Saint-Brieuc, with 
the co-operation of Dr. Paul Aubry, has become available, and the 
skillful analysis of it at the hands of the former’ serves not only fur- 
ther to confirm certain of the laws formulated by Lapouge, but to sug- 
gest additional generalizations of great interest. 

It is an indication of the importance of the newscience of anthropo- 
sociology for the whole range of the social sciences, that, whereas the 
most recent and significant of the researches, the results of which were 
availab!e for summary in Lapouge’s article, were concerned with mat- 
ters primarily economic and financial, the investigations of Muffang, 
following so clusely, are directly connected with problems of psychol- 
ogy and pedagogy. 

Muffang’s material is drawn from measurements of subjects resident 
in the department of the Cétes-du-Nord. The subjects of different 
categories embrace too conscripts of the class of 1897, 237 pupils of 
the lycée of Saint-Brieuc, 88 pupils of the normal school, 60 pupils of 
the school of St. Charles, and 100 pupils of the public schools. These 
groups of subjects, with the subcategories into which they are divided, 
give an admirable basis for the comparison of the ethnic composition 
not only between urban and rural residents, but also between different 
social classes and professions and between persons of different intel- 
lectual proclivities and attainments. The results: amply justify the 
nicety of the methods of analysis employed, and demonstrate once 
more the contention which the anthropo-sociologists have frequently 
urged, that even in the most purely descriptive ethnic study of a given 


*“The Fundamental Laws of Anthropo-Sociology,” December 1897, pp. 54-92. 

2“ Etudes d’anthropo-sociologie : Ecoliers et paysans de Saint-Brieuc,” Revue 
internationale de sociologie, November 1897, pp. 789-803. The article is summarized 
with comments by Otto Ammon in the Rumdschau der Deutschen Zeitung, January 14, 
1808. 
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population, these sociological distinctions in regard to the subjects 
utilized cannot be neglected with impunity. 

As this is a point of some interest in regard to the relations of 
anthropo-sociology with the science of ethnic statistics and analysis, it 
may be worth while to make it clearer by an illustration. Some years 
ago Dr. Fallot, of Marseilles, measured certain residents of that city ° 
who had migrated thither from the departments of Var, Alpes-Mari- 
times, Vaucluse, and Basses-Alpes. He naturally considered each 
group as fairly typical of the population of the department from which 
it came, and published his results as an ethnic study of the populations 
of these departments. When Dr. Collignon compiled his “L’indice 
cephalique des populations frangaises” he as naturally accepted 
Fallot’s figures as typical for the departments in question, and com- 
bined them with his own obtained from actual residents of the depart- 
ments. But meanwhile the researches of Lapouge and Ammon were 
establishing the law of emigration —‘‘that in a population in process 
of dissociation by displacement, it is the less brachycephalic element 
which emigrates more freely.” In the light of this law it seemed 
probable that Fallot’s subjects—migrants from the departments — 
would be less brachycephalic than Collignon’s own subjects—actual 
residents of the same departments. Such, in fact, proved to be the 
case in each of the four instances.’ This illustration indicates that the 
student of a given population, even for purely descriptive purposes and 
without any direct interest in sociological problems, cannot neglect 
such distinctions as that between stationary and migratory population. 
To the reader of Lapouge’s paper it will be clear that such a student 
must classify his subjects with reference also to the distinctions between 
mountaineers and dwellers in the lowlands; between rural and urban 
residents ; between peasants, laborers, skilled workmen, and the pro- 
fessional classes. It will be seen that the results of Muffang’s investi- 
gations emphasize the necessity of observing these sociological distinc- 
tions. While anthropo-sociology is indebted to the descriptive science 
of ethnic statistics for much of its concrete material, its function is more 
than the merely passive one of appropriating the data, for it helps to 
solve puzzles that would baffle the purely descriptive anthropologists in 


* The average cephalic indices of Fallot’s subjects were: for Var, 81.70; Alpes- 
Maritimes, 81.80; Vaucluse, 81.18; Basses-Alpes, 83.42. Those of Collignon’s own 
subjects were: for Var, 84.45; Alpes-Maritimes, 84.22; Vaucluse, 82.55; Basses- 
Alpes, 87.42. 
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their own field, and by showing the vital importance of the data con- 
cerned, it raises ethnic analysis from a study of merely curious interest 
to one of the utmost moment. 

The results of Muffang’s investigations are in close accord with 
those of Dr. Collignon, in so far as they are parallel with and com- 
parable to the latter — that is, so far as they concern the anthropo- 
logical character of the population of the department, locality by 
locality. ‘The population of the Cétes-du-Nord is of a mixed character. 
In the region of Saint-Brieuc, and generally in the center of the 
department, Homo Alpinus (the brachycephalic element) is predomi- 
nant. In the western, and again in the eastern portion of the depart- 
ment, there is a greater proportion of Homo Europeus (the dolicho- 
cephalic type). In the brachycephalic section there is a notable 
absence of fine churches and public buildings, the cities are dingy and 
dull, and the inhabitants unprogressive; in the dolichocephalic sec- 
tions, on the contrary, there are fine examples of architecture, the 
cities are more attractive, and the population more active and intelli- 
gent. This is an interesting illustration— albeit a local one—of the 
artistic and intellectual superiority of the dolichocephalic. It accords 
with varied evidence in the same direction, drawn both from a com- 
parison, from different points of view, of present populations and from 
a comparison of the monuments and remains of the one and the other 
race." 

The first result of Muffang’s researches is to confirm the law of 
urban indices: “The cephalic index of urban population is lower 
The urban canton of 


2 


than that of surrounding rural populations. 
Saint-Brieuc is found to have an average cephalic index of 84.74, the 
rural canton an index of 85.49. The peasants of the six neighboring 
rural cantons have average indices respectively of 85.07, 85.37, 85.46, 
85.60, 85.63, and 86.21. A hundred pupils of the city schools have 
an index of 82.34. <A further, more detailed proof is found in a com- 
parison between the day scholars (exfernes) and the domiciled scholars 


(internes) of the lycée. The former group is of course more largely 
composed of pupils whose parents reside in Saint-Brieuc; they have an 
average index of 82.17. The internes who come from the surrounding 


rural region present an average index of 83.01. The following table 
shows how fully the contrast is verified in the case of each subgroup : 


* MUFFANG, p. 791. 
?LApouGE, “The Fundamental Laws of Anthropo-Sociology,” p. 70. 
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Externes Internes 
Classes 


(Classlent Counse) No. of subjects Index No, of subjects | Index 








80.96 9 81.78 
81.98 8 85.12 
82.73 14 83.72 
82.80 10 83.04 
84.33 II 83.61 
81.50 9 82.14 
81.28 14 81.62 
81.83 6 83.07 


WiaSROUNARIES «05s 56 0s c00000 
Philosophy 

Rhetoric 

Second 


oP OMNDCAwW 





82.17 81 83.01 


+4. 
~ 

















From the above it appears that in every case except the third class, 
the day scholars, representing in general the urban population, are 
more dolichocephalic than the domiciled scholars from the surround- 
ing rural region. The exception in the case of the third class is due 
to the exceptional presence therein of two rurals whose indices of go 
or above raise the average against their three urban comrades." 

We have next to consider the data in confirmation of the law of 
social statification: ‘The cephalic index is lower and the proportion 
of dolichocephalics greater among the higher classes than among the 
lower classes in each community.”* One hundred peasants of the 
rural canton of Saint-Brieuc have an average index of 85.49; one hun- 
dred pupils of the city schools an index of 84.33; eighty-eight pupils 
of the normal school, an index of 83.3; 116 scholars of the classical 
course in the lycée, an index of 83.55; fifty-two pupils of the school 
of St. Charles, an index of 83.1; and 121 scholars of the modern 
course of the lycée, an index of 82.39. The following table shows 
more in detail the ethnic composition of each of these categories; it 
presents the proportion among each group of subjects of different 
degrees of dolichocephaly and of brachycephaly (see page 258). 

This table makes it clear that the proportion of subjects with indi- 
ces below 80 increases, and the proportion of indices of 85 and above 
decreases from group to group. The force of-the statistics in the pres- 
ent connection lies in the fact that the several groups are representa- 
tive of the different social classes of the community. The peasants 
present only 6 per cent. of dolichocephalics. The scholars of the city 


* MUFFANG, pp. 792-794. 
?LAPOUGE, “Fundamental Laws,” p. 87. 
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PERCENTAGE OF SUBJECTS WITH INDICES 








Between | Between Between Between Between 
7oand74 | 75 and79 | 80 and 84 85 and go go and 94 








6 42 46 
9 46 36 
9. 


Among peasants 
Among pupils of city schools. . | 
Among pupils of normal school Sf I 56.8 30.7 
Among pupils of the classical 

course of the lycée | 12.1 57.8 25.8 
Among pupils of the school of 

She CMEBIIB soc ccecscesesss 
Among pupils of the modern 

course of the lycée | 


15.4 .| 59.6 21.2 
| 
19.8 | 55-4 21.5 














schools with their 9 per cent. of dolichocephalics represent especially 
the working classes of the city mostly from families that have migrated 
thither from the country within one or two generations. The pupils 
of the normal school are drawn mostly from the same class, and pre- 
sent about the same proportion of indices between 75 and 79, but theyare 
in a degree the product of selection since they presumably represent 
the more aspiring and capable element of their class, and they present 
accordingly a larger proportion of intermediate indices and a less 
degree of brachycephaly above 85. Finally the pupils of the lycée 
and of the school of St. Charles, presenting a greater proportion of 
low indices, and a less proportion of brachycephalic subjects, represent 
the higher social classes, the successful bourgeois, the public function- 
aries, the members of professions and the aristocracy. The position 
of these several classes in society corresponds with the degree of doli- 
chocephaly in the corresponding groups. The working class is supe- 
rior to the peasants, and the teacher to both of these, while the classes 
possessing wealth and influence hold the teacher, in social, political, 
and even intellectua] matters, pretty much under their thumb—as 
indeed they have been known to do upon occasion in other countries 
than France. 

The law of social stratification is further confirmed by a direct 
comparison between subjects representing different occupations and 
professions. Ten workmen of Saint-Brieuc averaged 160 millimeters 
in head breadth, 1go in head length, and 84.21 in index. Ten com- 
mon laborers averaged 161 in breadth, 188 in length, and 85.63 in 
index. The head dimensions of ten sons of teachers averaged 161 and 
185 giving an index of 87.02. This high index is accounted for partly 
on the basis of their distinctly rural origin, but even allowing for this 
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it would appear that some disturbing factor has entered into the selec- 
tion of these ten subjects and that they are not fairly representative of 
the class of teachers. A more typical average may probably be 
obtained by utilizing also the index of 83.3 prevailing among the 
eighty-eight pupils of the normal school. The head dimensions of 
ten sons of notaries averaged 153 and 185, and those of ten sons of 
physicians, 154 and 189; the indices of these two groups were respec- 
tively 82.70 and 81.48. Muffang explains the difference in dimensions 
and index in favor of the sons of physicians from the fact that to enter 
this profession requires, in France, higher faculties and more strenu- 
ous efforts than to become a notary.*. Making the qualification already 
noted in regard to the teaching class, and bearing in mind the fact 
that the sons of professional men were younger than the laborers and 
peasants measured and that the absolute dimensions of the head had 
not therefore in their case attained their highest point, it appears that 
the length of the head is greater and the cephalic index lower in the 
professions than in the common callings. 

The next of the laws formulated by Lapouge, which is affected by 
the researches of Muffang, is the law of the intellectual classes: 
“Among intellectual workers the absolute dimensions of the head 
(and particularly the breadth), are greater than the average.” It is a 
fair question whether the generalization thus stated by Lapouge is not 
somewhat premature, and whether it will not have to be modified or 
elaborated in the light of the data at present available. The evidence 
indeed supports the main proposition that among intellectual workers 
the absolute dimensions of the head are, in general, greater than the 
average, but it does not altogether sustain the subproposition that it 
is in point of breadth that the increase is most marked. Indeed Muf- 
fang’s results, together with other data that may be cited, point in just 
the opposite direction, and indicate that the increase in head length is 
more marked than in head breadth, It may be noted in this connec- 
tion that Muffang in his citation of the law from Lapouge has, 
apparently through inadvertence, substituted the word “ length” for 
the word “ breadth,” ? and has fallen, therefore, into the error of regard- 
ing his results as confirming Lapouge’s statement of the law, whereas 


*Cf. LAPOUGE, “Fundamental Laws,” p. 91. 

2“T)'aprés cette loi [loi des intellectuels], dans la catégorie des travailleurs 
intellectuels, les dimensions absolues du crane, ef particulidrement la longueur, sont 
plus élevées.’—-MUFFANG, p. 798. The manuscript from which LAPouGE’s article 
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they really tend to refute the subproposition of that statement, 
although confirming the main proposition thereof. 

Muffang’s citation of the law, however, although inaccurate as a 
citation of Lapouge’s statement, may perhaps be nearer the real facts. 
We may here cite certain of the evidence bearing in this direction, 
reserving our final opinion until more extensive data shall have been 


accumulated and interpreted. 

One bit of evidence may be taken from Lapouge himself. ‘“ This 
law,” says that author, “was long ago formulated by Durand de Gros, 
who, working at Rodez, found the length and breadth of the head 
among the educated respectively 187"" and 155""; among the uned- 
ucated respectively 180 and 151.”"* Nowin this instance the larger 
head dimensions of the educated classes are more marked in the direc- 
tion of length than in that of breadth. It is the intellectual group 
that is more dolichocephalic, their index being 82.90 as against 83.89 
for the uneducated. 

Another bit of evidence in the same direction is Ammon’s study of 
the head dimensions of the Ge/ehrten and friends of science. Ammon 
measured and compared with various groups of the population some 
thirty members of the Karlsruhe Society of Natural Sciences repre- 
senting men of high standing in various callings and with a common 
interest in science. The average index was 80.8 against 81 for the 
students of urban origin in the upper classes of the gymnasium, 82.9 
for those in the lower classes, and 83.5 for the average population of 
Baden. The average head length was 192" against 186, 183, and 184 
for the other groups respectively. The head breadth was 155"", 
against 151,151 and 154 for the other groups respectively. A further 
interesting test was furnished by the circumstance that on the evening 
for which the investigation was planned the exceptional severity of the 


was translated for the December number of this JOURNAL read /argeur instead 
longueur. ‘That such was LAPOUGE’s meaning is clearly shown by the context of his 
whole discussion of the law, and especially by the following passage: “This law of 
the intellectual classes tends to come into seeming conflict with the law designated 
above as the law of stratification. The intellectual worker tends to possess an excep- 
tional breadth of head more marked than the exceptional length. He is likely then to 
be less dolichocephalic than the average of his social compeers; he is likely to possess a 
degree of eurycephaly which may be easily confused with brachycephaly.”—LAPOuGE, 
Fundamental Laws, p. 91. Cf., also, the parallel passages in the Italian translation, 
Rivista italiana di sociologia, November 1897. 


*LAPOUGE, Fundamental Laws, p. 90. 
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weather kept away all but twelve members who had a manifestly 
unselfish interest in science. This elite dozen had the same head 
breadth as the others, but in head length they average full six milli- 
meters superior. Their average head length was 195 and their cephalic 
index 79.6." 

Evidence resting on much more extensive data and therefore of 
more unmistakable significance may be cited from the same author’s 
comparison between the students of the upper classes and those of the 
lower classes (Unter-Secunda) in the gymnasia of Karlsruhe, Freiburg, 
and Mannheim. The reader may have noted that in the statistics of the 
preceding paragraph the lower class students are more brachycephalic 
than those of the upper classes. This same distinction holds good in 
the case both of the humanistic gymnasia and the real gymnasia of the 
several cities, and with one Slight exception in each of the subgroups 
into which Ammon classifies his subjects: (1) migrants to the city ; 
(2) “half citizens” or sons of migrants; (3) “citizens proper” or 
subjects whose fathers as well as they themselves were native of the 
city in question. The uniformity with which the distinction holds 
good is shown in the following tables : 

COMPARISON OF CEPHALIC INDEX BETWEEN THE UPPER CLASSES AND UNTER-SECUNDA 


IN THE GYMNASIUM OF FREIBERG. 











| Upper Classes Unter- Secunda 





cr 


82.6 


Among “half citizens 
83.9 


“ 


| 
Among migrants to city , 83.1 
| 


Among “citizens proper’ 





COMPARISON OF CEPHALIC INDEX BETWEEN UPPER CLASSES AND UNTER-SECUNDA 
IN THE GYMNASIA OF KARLSRUHE AND MANNHEIM, 








| The humanistic | The real m- 
Karlsruhe Mannheim | gymnasia of| nasia of th 
both cities cities 





| 
| 


Secunda 
Secunda 
Secunda 
Secunda 


Unter- 
Unter- 





co 
pes 
wn 


Among migrants to city. . 
Among “ half citizens” . . 
Among “citizens proper ”. 




















‘AMMON, Die Natiirliche Auslese beim Menschen, § 327. 
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The corresponding figures in relation to head length are yet a trifle 
more uniform. Without exception, in each of the above categories the 
upper classes have considerably the greater head length. 

The obvious interpretation of these figures would be that it is the 
students of larger head dimensions and particularly of greater head 
length who show the greater disposition and ability to complete their 
course of study. But the real force of the data appears yet more 
sharply when it is remembered that the lower classes of the gymnasia 
are swelled by pupils who attend less from any real scholarly interest 
than in order to secure partial exemption from military service. Among 
the upper classes this powerful motive no longer applies. It is then 
the small heads and the round heads who drop their course of study 
as soon as they have secured partial exemption from military duty. It 
is the pupils of larger head dimensions and particularly of greater 
head /ength who keep on from an intrinsic interest in study.’ 

To return to Muffang’s statistics, it appears that (with the excep- 
tion soon to be noted) students with the greater head length and 
generally with the greater degree of dolichocephaly are the more suc- 
cessful. ‘This is indicated in detail in the following table : 


Head length Cephalic index 





Good Poor Good Poor 
students students students | students 





NORMAL SCHOOL. 
Third year 188.8 $2.34 82.58 
Second year «sews 189.4 83.30 83.21 
First year 188.2 82.20 83.79 

SCHOOL OF ST. CHARLES. 
Naval course | 187.6 184.4 82.41 83.62 

LYCEE, MODERN COURSE. 
II as cacrbe cade dace bad koe 192.2 192.4 80.02 83.40 
Second modern 193.0 191.6 81.03 81.16 
Third modern 193.8 190.2 81.52 81.07 
CIN OE IER oon. cinnc ctccscccgccsccl “SRS 187.8 82.10 82.05 
Fourth modern... 189.6 186.5 83.65 83.16 
Fifth modern 186.8 185.0 82.65 82.70 
Sixth modern 189.7 180.7 79.96 83.40 























pT EEE Eee Tee ST 187.6 | 82.01 





We have now to consider the exception to which reference has just 


been made and its significance as regards the psychology of race. The 


*AMMON, Natirliche Auslese, § 270, chaps. vii and viii. 
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reader may have noted that in the first table cited from Muffang, the 
students in the modern course of the lycée presented a larger propor- 
tion of low indices and a smaller proportion of high indices than the 
pupils in the classical course. The former group of students con- 
tained about 20 per cent. of dolichocephalics, the latter group about 
12 per cent.; while of brachycephalic indices (85 and above) the per- 
centage in the two groups was respectively 25 and 30. Ina word, the 
scholars in the modern course are more dolichocephalic than their 
classical comrades. Thisis to a degree explained by the fact that the 
pupils of the modern course are more largely drawn from the dolicho- 
cephalic portions of the province, whereas the classical scholars per- 
tain rather to the brachycephalic portions. But this only carries the 
explanation a stage further back; the fact remains that the dolicho- 
cephalics choose rather the modern studies, while the brachycephalics 
prefer in greater degree the classical curriculum. 

Not only this. It appears further that, whereas in the modern 
courses of the lycée, the school of St. Charles, and the normal school, 
it was the pupils of greater head length and in general of lower index 
who succeeded best, in the classical courses the reverse is the case, and 
the successful pupils are the more brachycephalic, with heads usually 
somewhat shorter and in general also atrifle broader. This appears in 
detail in the following table: 








Head length Cephalic index 





Good Poor Good Poor 


scholars scholars scholars | scholars 





SCHOOL OF ST. CHARLES. 
Philosophy 191.1 194.0 82.10 80.56 
Rhetoric 185.4 184.6 84.41 82.50 

Second 183.2 186.1 84.60 83.34 

sYCEE. 
Philosophy 189.2 193.6 84.90 83.50 
Rhetoric. 188.0 191.0 85.60 82.20 
Second 185.7 188.7 84.70 83.50 

188.8 | 189.4 85.40 82.70 

184.5 | 185.6 81.84 81.89 

] 187.0 184.0 82.35 81.52 

Sixth 181.6 | 178.3 81.81 84.83 

















186.45 | 187.53 83.81 82.72 





What, then, is the reason that the dolichocephalic, although he is 
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probably of higher intellectual capacity, and although he surpasses his 
brachycephalic comrade in scientific and modern studies, is infericr to 
the latter in meeting the requirements of the ordinary classical routine? 
Muffang suggests an explanation which we will summarize substantially 


in his own words: 

It may well be that the brachycephalic is suited for the classical routine 
in virtue of his cerebral and psychic organization. ‘The brachycephalic,” 
says Lapouge, ‘‘is the child of tradition; progress appears to him wholly 
unnecessary and indeed excites his suspicion.”* Modern science with its 
revolutionary tendencies appalls rather than attracts him. He prefers to 
study Latin as the curate and the local aristocrats of his community have 
done before him. He thinks the classical course better suited for the educa- 
tion of a gentleman, and very likely values his diploma mainly as a key to 
social prestige. By hereditary disposition patient, and tenacious, he conforms 
easily to severe requirements of memorizing, and is an ideal scholar so long 
as no original thinking is demanded. The dolichocephalics (with the excep- 
tion of a few who take up the classics from a reallove of the subject, and 
who excel therein their brachycephalic comrades, especially in original work) 
rebel at the formality of grammar, the drudgery of memorizing, and the 
remoteness of these studies from the actual problems of thought and life, 
They accordingly chose the modern courses, or if they remain in the classics, 
they, like the hare in the table, allow themselves to be beaten by their more 


tortoise-like competitors.” 


Such being Muffang’s results and explanation as to the respective 
proclivities and success in study of the two ethnic types, we may turn for 
comparison to a somewhat parallel investigation of Otto Ammon. The 
results of the two investigations appear at first glance to be at variance. 
Ammon found in Baden no such uniform distinction in head form 
between students of classical and modern courses as our author finds 
in the Cétes-du-Nord.’ It is indeed true that. both at Karlsruhe 
and at Mannheim, and both among the upper classes and among the 
Unter Secunda the average head length is always as great or greater 
for the real gymnasium as for the humanistic gymnasium,‘ but the 
average head breadth and accordingly the index, and the proportions, 
respectively of long heads and short heads in the several categories, 
vary in such a complex way as to make any generalization (except the 
very clear one, noted above, of the greater dolichocephaly of the upper 
classes as opposed to the Unter-Secunda) very difficult. 

* LAPOUGE, Les sélections sociales, pp. 17 ff. ? MUFFANG, pp. 801-803. 

3 AMMON, Natiirliche Auslese, §§ 262, 269. 4 Ibid, § 273. 
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Are we then to infer that the contrast in head form between clas- 
sical students and students of modern branches that appears in Muf- 
fang’s investigations is the result either of mere chance or of purely 
local conditions ? Lincline rather to the opinion that it is the form 
and statement of his conclusion rather than the substance of it, that is 
affected by the comparison with Ammon. The two courses of study 
and the motives for choosing one or the other may well be very differ- 
ent in the German gymnasium and and the French lycée. The pur- 
suit of the classical course in these secondary schools may be less dis- 
tasteful in Germany than in France to the thoughtful and progressive 
student, either because it is less dryly and pedantically conducted, or 
because it is the stepping-stone to the alluring possibilities of the uni- 
versity. If, therefore, we prefix to the generalization, as stated by 
Muffang, the proviso that the classical course in the given case is 
pedantic in method and sterile in results, it is probable from what we 
know of the psychology of Homo Europaus that he will either fight shy 
of it altogether or pursue it with only indifferent enthusiasm or success. 

If further researches support this modified conclusion, an interest- 
ing light will be thrown on the contention between the partisans of 
the classic and the advocates of modern and scientific branches. The 
educational system has two great functions. In the first place its 
obvious purpose is to awaken and develop the capacities of students. 
In the second place, its less obvious utility lies in its function as a 
selective agency. Through the competition and the tests afforded, the 
capable and ambitious gain entrance to the higher callings, or at any 
rate the equipment that helps them to reach their due place in the social 
order. On the other hand, there is the beginning of that necessary 
rejection and limitation for the incompetent that will continue in real 
life, and that is a necessary condition of the social evolution. 

This selective function of education is usually overlooked in peda- 
gogical discussion. Yet it is important that the educational system be 
such as to select and advance toward positions of influence and pros- 
perity, the type of men that will be most useful to society. If, then, it 
appears that the classical curriculum (under widely prevailing conditions) 
is a selection of the less fit, anthropo-sociology will have supp!‘ed a new 
method of approaching certain fundamental problems of education." 

CarLos C. CLosson. 

GLENDALE, CALIFORNIA. 


*Cf. MUFFANG, pp. 802-803. 
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Principles of Political Economy. Vol. 11, Book III. By J. SH1eLp 
Nicuotson. New York: The Macmillan Company, 1897. 
8vo. pp. xili+328. 


In 1893, Professor Nicholson, of Edinburgh, published a volume 
containing his treatment of economic principles applying to produc- 
tion and distribution. In this second volume (1897) is given the 
important division of exchange. In this as in the former volume the 
style of printing, the arrangement of subject-matter, and the whole tone 
of discussion shows he has in mind Mr. Mill’s treatise. In presenting 
portions of such controverted questions as value and cost of produc- 
tion, one is given a good example of the method of treatment. The 
criticisms of Mr. Cairnes on Mill are rejected, and the relation of 
value to expenses of production are made the basis of the exposition,— 
while noticing the suggestions made by Professor Marshall. But, it 
will be noticed that he presents serious objections to the conception 
of quasi-rents. 

In pointing out how value (and price) might vary from changes in 
any factors entering into the expenses of production due to changes of 
demand he might have raised the question of the means by which a 
general rise of prices might take place without being necessarily due to 
acause emanating from the side of money. If, in a period of depression, 
interest on capital and managers’ wages are very low, by this means 
the expenses of production are reduced, and prices may be quite gen- 
erally low, demand at the same time being weak. On the other hand, 
when activity returns and demand has increased, the employer finds 
that he can add to the expenses of production that sum which will give 
him the expected remuneration for capital and services. The direct 
effect of this would appear in higher general prices. 

Considerations of this sort do not require the economist to look 
always to variations in the volume of the media of exchange for the 
explanation of changes in general prices. Professor Nicholson, of course, 
does not take such ground. He has not regarded price as related to 

266 
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the volume of media of exchange, but to the quantity and value of the 
standard commodity. And in this connection his discussion of the 
movement of specie in international trade is quite logical. Indeed 
this part of his exposition goes far to remove strong support from the 
pure quantity theory. He sges, as others have also, that it is impossible 
to reconcile the facts of business and trade with the obsolete theory 
that the cause of the international movement of goods and specie is to 
be found in the “‘rise or fall of general prices in particular countries 
according to the volume of their currencies.”’ He has correctly explained 
that the movement of specie “ follows, and does not determine, the 
course of trade.’’ Those who have found little to accept in the quantity 
theory, therefore, will certainly not be troubled by being reminded 
that the quantity theory is necessary to a true understanding of inter- 
national trade and payments. 

The largest part of this volume is made up of materials which the 
author has already published in his “‘ Money and Monetary Problems,” 
or elsewhere. The whole treatment is clear, systematic, and eminently 
fair. L. 


Das Fictive Capital als die Ursache niedrigen Arbeitslohnes. Von 
ALFRED OFFERMANN. Wien: 1896. 8vo. pp. 235. 


Tuis book is essentially a criticism of the present distribution of 
wealth, especially as it affects the workman. The thesis is that the 
workman does not get his fair share of the product, and that the prin- 
cipal cause of his deprivation is illegitimate speculation, or stock gam- 
bling. 

The first of the five chapters of the book is a general discussion of 
social evolution. The author is evidently a “ biological sociologist,” 
but his exposition adds nothing new to the theory of society, and a 
discussion of his views on this subject is not necessary to the presen- 
tation of his main thesis. 

Nor is a discussion of the second chapter necessary to an under- 
standing of the author’s position. The chapter discusses the relation 
of wages to real capital. His view of the condition of the wage-earner 
is pessimistic. In his exposition of the theories of interest and wages 
he follows closely the Austrian economists. 

In the third chapter the writer passes to the treatment of fictitious 
capital. Accepting the theory that interest is the difference in value 
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between present and future goods, the author discards pure profit, or 
the earnings of the entrepreneur, as a separate economic category, and 
insists that no earnings can accrue to capital from mere lapse of time. 
The capital must be used in production. 

Alongside the increase of real, productive capital is a vast increas- 
ing sum of “illusory” values, or fictitious capital, which, with even 
greater certainty and regularity than real capital, brings interest to its 
owners. ‘This fictitious capital comprises public stocks, bonds, mort- 
gages, and especially shares of joint-stock companies. Now this 
credit capital is not productive. Its value may increase without any 
effort of its owners or any corresponding increase of production. 
Indeed, the real capital which it represents may have long since been 
destroyed. The value of even corporation shares is completely illu- 
sory. For the capital which they represent cannot have a double 
existence, one attaching to the stocks and the other in the form of 
goods used in production. ‘The market price of these ‘ paper values” 
has no relation to the value of the real goods they represent. Real 
and fictitious capital are bound together through money. Gain from 
the sale of stocks is converted into money, which gives command 
over production goods. As the price of stocks rises they are con- 
verted into money obtained by the withdrawal of capital goods from 


production, and their subsequent sale. In short, an increase in fictive 
capital necessitates more money, which reacts to raise its price further. 
But the money is needed at a basis of production. The double 
demand for it raises the rate of interest and thus affects real produc- 
tion. The price may be raised in other ways, however, as by cliques, 


mere imagination, etc. In any case more ready money is needed. 
When the demand therefor reduces bank reserves to the minimum the 
banks extend credit on the basis of credit paper. ‘“‘ Each gives credit 
with one hand and receives it with the other,” still further increasing 
the strain on the money supply. This process finally begets a crisis, 
a fall of prices, and curtailment of production. 

Now, how does all this affect wages? They are depressed, as is 
thus shown. Capital grows by saving something from present con- 
sumption and devoting it to production. Products of manufacture, 
tools, machinery, etc., increase more rapidly thanlabor power. Hence, 
in expanding production the value of the latter rises more rapidly 
than that of goods. But when fictitious capital exists a saved surplus 
can be invested therein, instead of in production, and this injures the 
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laborer in two ways. First, production and demand for labor are pre- 
vented from increasing. Second, those who draw incomes from paper 
values increase therewith the demand for means of subsistence and 
so raise their price. This rise of price is equivalent to a lowering of 
wages. 

Speculation in real capital goods does not affect wages as does that 
in fictitious capital. Rather it is beneficial because it steadies prices. 

This is, in brief, the author’s theory. He insists that he is not, 
like Marx, an enemy of capital. Marx’s mistake, he says, lies in his 
opposition to rea/ capital, whose increase is beneficial. Its earnings 
tend to sink to a minimum and so to benefit the laborer, but fictitious 
capital comes in to counteract this advantage by increasing the “‘agio”’ 
on capital. If these paper values did not exist “a hundredfold more 
undertakings would arise in the field of industry, agriculture, and com- 
merce. Marshes would be drained, rivers straightened, canals and 


bridges built,” etc. 

What is the remedy? For answer the author recurs to his account 
of social evolution, recalls the facts that private property is not abso- 
lute, that the interests of individuals should give way to those of the 
public, and that the state must aim to give equal opportunities to all. 


Hence, the state must regulate capital and prevent the wrong use of 
property. ‘There are two elements in property, the social and the 
individual. Only the latter attaches to fictive capital, which is, there- 
fore, anti-social and illegitimate, and should be done away with. 

An appendix gives an account of the stock and mining specula- 
tion of 1895. ; 

In the course of his discussion the author at times shows some- 
what intense feeling. But we can readily forgive him for this in view 
of the high purpose which he evidently has, especially since his indict- 
ment has so much ground of fact. 

It is, of course, true that great fortunes are made in stock gambling 
and that the harpy-like selfishness of many speculators produces terri- 
ble evils to the whole community. Legitimate speculation, as Herr 
Offermann says, is good and necessary, but the acquirement of con- 
trol of finance and industry by mere stock gambling is a public wrong 
no condemnation of which can be too severe. Indeed, that our 
author’s opinion on this point is widely held is shown by the fact that 
so conservative a man as Professor Hadley can write: “If business 
men are not to be controlled by commercial ethics . . . . they must 
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expect to be deprived of responsibility and power together by a pope 
ular movement in the direction of socialism.” That is also the opin- 
ion of our author. But he goes somewhat too far and we cannot help 
feeling that his argument is somewhat strained. The aggregate of 
stock gambling is doubtless very large, but the transactions do not 
draw on bank reserves nearly so severely as the author thinks. Toa 
very large extent they are based on obligations which cancel one 
another. A well managed bank is not likely to endanger its position 
by lending so much to stock brokers as to imperil its commercial busi- 
ness. Still it must be admitted that if bank reserves are diminished in 
such a way at a time when there is a demand for loans for industrial 
purposes industry will suffer. 

Moreover, the author lays too much stress on the influence of stock 
gambling to raise the rate of interest. A large demand for loans in 
the stock market will indeed push up the rate of discount, but only 
under unusual circumstances will it seriously curtail industrial and 


commercial loans. 

The privotal points of the writer’s theory are that the increased 
value of stocks, realized in money, decreases the available means of 
production and increases prices. It is true that every unearned 


increment of value, especially when consumed by an idler, so far 
diminishes the amount due the producing classes. But if the wealth 
obtained by fictitious or speculative rise in stocks, were secured by 
the industrial classes, it might not go to wages. If all unearned 
increments were remitted, laborers would not necessarily get higher 
wages. Employers and consumers might profit by the change. More- 
over, if the wealth obtained through fictive capital went to swell pro- 
duction it might under certain circumstances cause an oversupply and 
depress industry to the disadvantage of the laborers. Only a due 
proportion of product can be applied to enlarge production without 
disturbing the desirable equilibriun between production and con- 
sumption. 

The evils of stock gambling, of fictitious credit, of capital which 
has only a paper value, are, indeed, great. But the only real cure of 
these evils lies in a more enlightened public opinion and in a higher 
sense of responsibility to the public on the part of capitalists 
and speculators. Certainly the German Bourse laws have so com- 
pletely failed to prevent illegitimate speculation that reliance on 
legislation is proven illusory. 
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Herr Offermann has described well one of the most vicious features 
of our modern system of credit, and has given an excellent analysis of 
its operation. But the remedy still remains to be discovered. 

Davip KINLEY. 


Das Zeitalter der Fugger: Geldkapital und Creditverkehr im 16. 
Jahrhundert. 1. Band: Die Geldmiachte des 16. Jahrhunderts ; 
2. Band: Die Weltbirsen und Finanzkrisen des 16. Jahrhun- 
derts. Von Dr. RicHARD EHRENBERG. Jena: Gustav 
Fischer, 1896. 8vo. pp. xv+ 420 and iv + 367. 


Ir may not be out of place to mention here an earlier book by the 
same author: Hamdburg und England im Zeitalter der Konigin Elt- 
sabeth. Based on a study of the archives of Hanseatic towns and 
English state papers, itshows how the commercial and industrial 
supremacy in northern Europe went over to England. 

The Zettalter der Fugger may be viewed from two standpoints, the 
historical or the economic, as the author himself remarks in the pref- 
ace to his extremely interesting and instructive work. As to his own 
conception of history, the author says (vol. i. p. iii) : 

I cannot fail to be called an adherent of the so-called ‘“ materialistic con- 
ception of history.” If you mean by that a conception which denies the work- 
ing of ideal motives in history, I feel entirely free from such a crude and 
manifestly incorrect conception. But if you mean by “ materialistic’’ a con- 
ception which attributes to economic interests an exceedingly great signifi- 
cance for the development of mankind and which tries to fix scientifically this 
significance, I am, indeed, a ‘‘ materialist.” 

Yet the author is not entirely free from contradicting himself when 
he separates political and economic history, in saying that whoever 
writes political history must confine himself essentially to an explana- 
tion of the external evolution of things from the qualities and inten- 
tions of the leading statesmen; as if any man, however towering he 
be, were not determined by his fellow-men, by his time, by the 
interests and the ideals reflecting these interests, which form part and 
parcel of his own life as well as of that of his fellow-men. Dr. Ehrenberg 
does not deny that the foreign and the constitutional policies of a 
commonwealth even at the present time rest, in the last resort, on 
popular interests. 


But in former times, in the age of dynastic policy, the case was mostly 
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different from what it is today, and even for our modern time, for the time 
of national policy, it is, asa rule, hardly possible to state scientifically, z. ¢., 
with approximate exactness, the influence of popular interests on the course 
of this policy as far as it concerns the power and form of the state. 

If it comes to the question of the form and power of the state, the states- 
man cannot attain his ends by a thorough study of national interests, but only 
by an intuitive touch with the popular soul (Vo/ksseele); he must feel what 
this popular soul needs and what would be to its detriment, even if it has not 
become conscious of this itself. 


As is shown by the use of such undefinable terms as Volkssee/e, 
the writer is still in the ban of certain vague ideological (I use this 
term advisedly in preference to idealistic) concepts; but it must be 
said to his credit that these concepts do not frequently impair his 
judgment; especially not where he stands on the firm ground of the 
historical facts. These he has gathered from an enormous material, 
and almost entirely without any Voraréeiten to fall back on. The labor 
of his task may be imagined from the fact that part of the vast material 
had to be collected from mercantile account books which some of the 
many state, city, and family archives searched by the writer had not 
even thought it worth while to catalogue or register. 

In a way, Dr. Ehrenberg’s books are symptomatic of the tendency of 
historical science in Germany. ‘The literary feud of Kari Lamprecht 
vs. Oncken, Delbriick, and Lenz, just now being carried on in Ger- 
man magazines, makes this only more obvious. Dr. Ehrenberg prac- 
tically belongs to the school of Lamprecht and perhaps of Janssen, 
who in their respective works on German history first showed apprecia- 
tion of the great importance of social movements and social evolution 
for history. What today smacks rather of a truism, the close inter 
relation of economic, social, and political phenomena and processes, 
is being established empirically by just such investigations as those of 
Dr. Ehrenberg. They bear out what Marx said in his A/isére de la 
philosophie : “li n’y a jamait de mouvement politique qui ne sott soctal en 
méme temps.” 

Occasionally is the writer hampered by ideological concepts. In his 
introduction he speaks of the theoretical prohibition of interest by the 
medizval church. ‘This prohibition he ascribes to the fundamental 
thought of Christianity which considered this life only asa preparation 
for the future life and had a sublime disregard for all earthly posses- 
sions. But so does Christianity of today, at least so far as the first 
proposition is concerned. Heinrich Cunow, in his criticism in Die 





BOOK REVIEWS 273 


neue Zeit, calls attention to the fact that the Islamitic, Jewish, Aztec, 
and other religious codes recognize the same principle of law, which 
is by no means specifically Christian, but the natural reflex of primi- 
tive economic conditions, of Maturalwirtschaft as against Waaren- 
wirtschaft or Geldwirtschaft. 

But such instances occur only where he accepts the views and 
statements of others. Where he stands on the ground of his own 
special researches, we cannot but agree with his inductions. He 
shows in his introduction how the period of the Renaissance was 
characterized by a revolution in the productive and distributive forces 
of society. The foundation of the present capitalistic system of 
finance and financial transactions was laid in this transitional age. It 
is true he does not dwell with sufficient clearness on the great 
economic changes in production which went hand in hand with and 
partly made possible the great financial transactions with which he deals 
at length. He alludes to this (vol. i. p. 50) in discussing the origin of 
commercial exchanges, which are a product of a higher economic 
civilization. As a necessary factor for their development he points 
out that the commodities must have become /ungidilia as against 
consumptibilia; that is, they must have been produced with the view of 
creating commodities of average social, that is, of a market value; 
which is only possible after a certain degree of specialization of labor. 
For obvious reasons this was the case in the mining industries, but 
also in the manufacture of woolen and linen goods, especially fustians, 
all of which were highly developed in Germany long before England 
even thought of introducing German miners and fustian weavers with 
their skill and their methods. 

A striking collateral development is shown in the growth of the 
army organization. War became a more and more specialized art and 
trade. War became a trade, so far as the individual soldier was con- 
cerned ; with the motto, point d argent, point de Suisse. It evolved 
into an industry on a large scale in the fourteenth and ‘fifteenth cen- 
turies through the invention of firearms, and it was conducted by 
private capitalists, in Italy the condottiert and in Germany the generals 
of the Landsknechte. The recruiting and maintenance of such armies 
naturally involved the expenditure of relatively enormous amounts of 
capital, which had to be met by the princes and kings in various ways. 
During the entire sixteenth and seventeenth centuries there were only 
forty-six years without war operations on a very large scale. And 


then, as it is today, was pecunia nervus bellt. 
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Dr. Ehrenberg shows how, gradually and by force of economic 
necessity, the public credit was organized into a system remotely 
resembling our own. So we find the rudiments of stock exchanges 
side by side with the more primitive money transactions. The author 
finds the keynote for the correct understanding of the age of the 
Reformation in the transformation of society from a state and system 
of Naturalwirtschaft into one of Geldwirtschaft— into an age in which 
large financial transactions make possible and influence political 
affairs. In this he coincides and agrees exactly’ with Lamprecht. 

After giving a lucid statement of the history of money-lending 
and of money-lenders in the period of the Renaissance, especially in 
Italy (the centers of the medieval money trade being Piacenza, 
Asti, Siena, Bologna, Florence, and Cahors in southern France), he 
follows up the development and influence of the great upper German, 
Florentine, and Dutch money powers of the sixteenth century. And 
here he is very shortly able to prove his proposition as to the political 
importance of the money powers represented by the families of the Fug- 
gers, Welsers, Paumgartners, Tuchers, Héchstetters, the Medici, Fresco- 
baldi, Gualterotti, Strozzi, Grimaldi, etc. Here his own material and 
valuable contribution to the stock of our historical knowledge begins. 
The bulk of his investigations concerns the family of the Fuggers of 
Augsburg, first because their capital and influence on politics were by 
far the greatest represented by any firm during that time, then also 
because their family archives have been excellently preserved. The 
author is justified in calling the age Das Zettalter der Fugger. The 
history of this remarkable business family is closely interwoven with 
that of the emperors and princes of the Habsburg dynasty, and for 
nearly a century (from 1487 till the disastrous financial crisis of 
1575) there has hardly been an important political affair in which the 
Fuggers had not a weighty and often decisive vote; or, as the author 
puts it, there hardly was a time when they did not keep “their place 
at the great fly wheel of history.” It was a Fugger (Jakob II) who 
dared to remind Charles V, in a letter addressed to this emperor, of 
the tact that, if it had not been through his instrumentality and 
assistance, he never would have been elected emperor. 

A few examples must suffice to show the significant part played by 


the great money powers as represented by the Fuggers, Welsers, the 
Gualterotti, and Grimaldi. The historians who treat the election of 
Charles V as German emperor have been more or less puzzled by the 
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final result of the electoral proceedings (cf HOrLer, Karls /. Wahi 
cum rimischen Konige, p. 114). Without the light thrown on them by 
the financial part played by the Fuggers, this is quite unintelligible. 
Others, like Hausser, express rather strange views about it— strange in 
the light of Dr. Ehrenberg’s researches. Hausser says in his Period 
of the Reformation (translated by G. Sturge, pp. 34-35): “It was by 
a true instinct that the nation shrank from the ambitious projects of 
the French king. . . . The French party vanished, ”o one knew how 
Everyone was ashamed to belong to it, and Charles was unanimously 
elected.” And now Ehrenberg’s view of the deal. Both Charles V 
and Francis I of France aspired to the imperial dignity. Both tried 
to win the German prince electors by large offers of money. Francis 
I was backed principally by the Florentine merchants, who possessed 
large money and vested interests in Lyons. Charles V gained as his 
financial support the money represented by the Antwerp, the upper 
German, and the Genoese merchants, especially the Fuggers. The 
whole affair was a money transaction, “ which became more ignomin- 
ious by the fact that the prince electors gradually increased their 
demands on account of the close competition of the French king for 
the German crown.” Charles won through supérior financial means. 
The Fuggers were interested in this deal to the extent of 543,000 florins, 
the Welsers and the Genoese firms to a considerably less extent. ‘‘ The 
formal part of the election, with its display of solemn speeches, was 
simply a,farce intended to delude the people” (vol. i. p. 103). Tout 
comme chez nous. 

A more indirect, but nevertheless significant, part was played by 
the Fuggers, who always remained good and loyal Catholics, in the 
reformation of the church. The papal tax collectors had been profes- 
sional money lenders during the Middle Ages, and through their agent 
in Rome the Fuggers had been wont to transact business since the 
beginning of the sixteenth century. They had also furnished Albrecht 
of Brandenburg the 30,000 ducats necessary to buy from the pope the 
archiepiscopal pallium of the archbishopric of Mayence. In order to 
repay this loan the archbishop, for a consideration of 10,000 ducats, 
acquired in 1517 from the pope the monopoly in indulgences for cer- 
tain parts of Germany (Saxony, Thuringia, etc.). John Tetzel was 
the dealer in these indulgences, acting as the archbishop’s agent. 
With him traveled a representative of the Fuggers provided with a 
key to the indulgence box, which was opened in the presence of the 
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agent of the Fuggers and the money turned over to the firm’s agent 
in Leipsic. Half of the receipts were then paid to the agent in Rome 
to be handed over to the papal treasurer; the other half was retained 
by the firm as an installment on the archbishop’s debt. “Of such a 
nature was the business that started the Reformation” (vol. i. p. 99). 

In the fight for the secular supremacy between the dynasties of 
Habsburg and Valois it may fairly be claimed that the Fuggers, in 
throwing the bulk of their gold into the former’s scale, saved them from 
being conquered by the latter. To mention just one more incident, 
it was with the assistance of the Fuggers that Charles V could, after 
the vicissitudes of the Schmalkald war, bring it to a comparatively suc- 
cessful close by the peace of Passau, 1552. The intimate business 
relations with the emperor and Spanish king Charles brought about 
an important change in the commercial operations of the Fuggers. 
Their main business had been conducted in upper Germany, Hun- 
gary, Rome, and Antwerp; in Austria and Hungary they possessed 
almost a monopoly of the silver, copper, and quicksilver mines. In 
order to reimburse his creditors, however, Charles V leased to the 
Fuggers the quicksilver mines of Almaden and the “ maestrazgos,”’ an 
income the Spanish crown derived from the possessions of secularized 
orders. The total indebtedness in 1563 of the Spanish line of the 
Habsburgers amounted to 4,445,135 florins (about ten million dollars 
representing a purchasing value of about 4o million dollars, present 
day values). 

But with the Spanish business the powerful firm was at last to expe- 
rience its financial Waterloo. The great monetary crises of the years 
1562 and 1575, in connection with the Spanish state bankruptcy in 
the latter year, left only a wreck of its former greatness. 

The limit of space makes it impossible to give an adequate idea of 
the wealth of information contained in this work. Not the least impor- 
tant feature and merit of the two voiumes is that they open varied and 
promising avenues into the field of research. 

Dr. Ehrenberg’s position may be questioned, however, when he 
ascribes the downfall of the great monetary powers to personal factors 
alone, to inability of given individuals to cope with the new social 
and economic conditions. The rise, the brief period of splendor, and 


the fall of the Fuggers, as well as of the other great houses, is an index 
and concomitant of the life history of the German people in those 
distracted times. The political hegemony passed to France; while 
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the commercial and industrial leadership fell to the Dutch and Eng- 
lish — peoples with a decided democratic turn in their national devel- 
opment and able to develop uniform and powerful national policies in 
trade and commerce. 

The development of the first great international exchanges in 
Antwerp and Lyons, the manner of transacting business at these 
exchanges, the different forms of credit, the rate of interest, stock- 
jobbing, the importance of the mining industries, the formation and 
dissolution of monopolies and trusts, the origin of newspapers (as a 
sort of commercial stock bulletins), the financial policies of the differ- 
ent countries, the rise of the great fairs at Genoa and Frankfort-on- 
the- Main, the evolution of national debts— for all this we can only refer 
to the volumes themselves, which are as pleasing to the eye as the 
presentation and style of writing is clearand smooth. Current German 
scientific prose is growing more and more readable, and Dr. Ehren- 
berg’s books are among the most readable that we have come across. 
The work has, moreover, the advantage (unusual in German scientific 
books) of a very good index, which proves itself to be very reliable. 
One defect, however, we cannot help pointing out, that is the lack of a 
comparative table of the great variety of coins mentioned. Only once 
(vol. i., pp. 366 ff.) is an effort made to give a clear idea of the pres- 
ent-day values of sixteenth century coins. 

Dr. Ehrenberg’s work must be accepted as one of the most valu- 
able contributions to history in the modern acceptation of the term. 


KarRL D. JESSEN. 
UNIVERSITY OF CHICAGO. 





Neue Beitrége zur Frage der Arbeitslosen-Versicherung. By Dr. 
GeEorRG ScHanz. Berlin: Carl Heymanns Verlag, 1897. 
8vo. pp. vill + 216. 


THis volume, which appeared a little less than a year ago, is prac- 
tically a supplement and continuation of a book published by the same 
author in 1895, Zur Frage der Arbettslosenversicherung. His earlier 
book on this subject appears to have received scant attention at the 
hands of economic journals printed in English, though it has been 
much noted and discussed throughout Germany. This fact reflects 
the different states of public interest in this question in the various 
countries. In the German speaking lands, now pre-eminent in state 
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socialistic experiments, the problem of the unemployed has, during 
the past eight years, called forth much thought and discussion leading 
to numerous practical attempts towards its solution. 

The book before us gives an account, up to the time of its publica- 
tion in March 1897, of all the important attempts that have been made 
of recent years along this line. Besides the general efforts of trades 
unions to assist their members these consist of the following: (1) 
Attempts by employers to assist their workmen to provide for periods 
of unemployment by voluntary saving appear in the pretty general 
movement in Diisseldorf, as yet, however, realized by only one stock 
company (January 1897); the somewhat different plan followed by the 
gas company of Ghent (begun July 1896); the system devised for the 
benefit of the police of St. Gall, resembling the foregoing in being 
a form of saving and not insurance, but differing from them in its 
connection with the public service and its compulsory character ; these 
are described in chapter viii. (2) By the road of the insurance prin- 
ciple where the participation is optional, one private company began 
January 1, 1897 the attempt to deal with the problem in Stuttgart, but 
the results are not yet apparent; in Bologna an optional insurance 
conducted in connection with the savings bank of the city began in 
1895, meeting as yet with the meagerest results (chap. vi); optional 
insurance, the first experiment of the kind undertaken under public 
direction, began in Berne April 1, 1893 (chap. iv); a somewhat similar 
plan in the city of Cologne began in the fall of 1896 (chap. v). (3) 
A third type of experiment, that of compulsory insurance, under public 
management, though so much in line with the present tendencies in 
German lands, is represented by only two cases ; one of these was at 
the date of the book merely on paper after two years of elaboration 
and discussion, the law of the canton of the city of Basel (chap. iii); 
the other is the compulsory insurance against unemployment in the 
city of St. Gall, inaugurated July 1, 1795 (chap. ii). 

Each one of these three types, voluntary saving by workmen under 
the control of employers, voluntary insurance under control of the 
public authorities (one instance, however of private enterprise), and 
compulsory insurance under control of the state or municipality, is 
shown by the author to be defective. He has, however, a plan of his 
own, unfolded in his former book and defended in this one (chap. i) 


against various objections. Its nature is expressed in the title of the 
chapter “Der Sparzwang als Ersatz der Arbeitslosenversicherung.” 
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It is compulsory as opposed to the voluntary type; public as opposed 
to private enterprise or the control of unions and employers; is 
of the nature of an individual saving (about $25, the employer and 
community assisting), and does not involve the insurance principle of 
distributed risk. It thus presents a compromise between the present 
practice of leaving the responsibility to the individual and the state 
socialistic tendency toward conceding the right to employment. It 
presents a substitute for state insurance against unemployment, and as 
such it deserves at least a relative approval from American students. 
When Professor Georg Adler, the prime mover of the Basel plan, says 
in the just published Supplementband II of Conrad’s Handwérterbuch, 


article “‘ Arbeitslosigkeit,” that “in the very nature of unemployment 


it is impossible to get truly reliable statistics of it,” he quite destroys 


the ground on which all real insurance must rest. The insurance 
principle applies more fully in proportion as the occurrences present 
an average regularity, are statistically ascertainable, are capable of fairly 
exact classification so that premiums may be adjusted to the risk in 
individual cases, and as they are independent of the will or desire of 
the one insured. Everyone of these conditions is violated in the case 
of insurance against unemployment. If it is voluntary only the more 
shiftless and incompetent insure, as is abundantly evidenced in the 
book before us. If it is compulsory it becomes a burden to the more 
competent workmen, and the community must assume the major part of 
the burden. It thus becomes an ill concealed form of outdoor relief, and 
possibly in the outcome would be even more demoralizing than ordinary 
public alms. The question, what can be done for the umemployed, 
has therefore been called the modern economic riddle of the sphinx. 
German thinkers have been forced by socialistic attacks to make an 
effort towards its solution. The remedies they have offered will be 
looked upon with distrust by most Americans, and yet the logical 
alternative of self help through savings institutions brought within 
the reach of the poorer classes has, it must be admitted, hardly more 
than a fair beginning in this country. 

Richly suggestive of possible means of dealing with this question 
and of its many difficulties, the volume concludes with an interesting 
chapter on the attitude of the political parties in Germany towards it, 
and a clear analysis of the two statistical investigations in 1895 oi the 
extent of unemployment in the German Empire. 


FRANK A. FETTER. 
THE INDIANA UNIVERSITY. 
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Blue Book of American Shipping, for 1897. (Published by the 
Marine Review.) Cleveland, Ohio: Mulrooney & Barton, 
1897. 8vo., pp. 447. 

In this, the second issue of this publication, the editors have kept 
faith with the public. They have not only improved the character of 
their work, but have materially extended its scope. The shipping 
interests of the coast and rivers are now almost as fully treated as are 
those of the lakes. 

It is to be noted that the B/ue Book is primarily intended for the 
use of men actually engaged in the shipping business or occupations 
closely allied with it, and so partakes largely of the nature of a busi- 
ness directory. In this issue, however, the editors have largely 
increased the statistical matter, thus making their work of service to 
students of transportation. GEORGE G. TUNELL. 


The Cotton Industry, An Essay in American Economic History. Part 
I, The Cotton Culture and the Cotton Trade. By M. B. Ham- 
MOND. Publications of the American Economic Association. 
New York: The Macmillan Company, 1897. 8vo. pp. xii 
+ 382. 

THE appearance of a historical and critical treatment of the cotton 
industry is singularly opportune at a time when the depressed con- 
dition of the cotton market, and the disturbances consequent thereupon, 
are calling attention to the important place occupied by cotton in the 
southern economy. ‘The volume, under review, which constitutes the 
Doctor’s-dissertation of the author, contains a history of the cotton 
culture, as well as of the cotton trade down to the present; the treat- 
ment of the cotton manufacture is reserved for a later time. 

While the orderly arrangement of the material pertaining to the 
history of the earlier period well merits attention, it is the treatment 
of the period since the war which especially attracts. The significance 
of the cotton culture during the slave period has often been indicated 
and discussed. Since the war the production of cotton has doubled; 
a new industrial and social system has sprung up; the fact that where 


formerly it was supposed that slave labor was absolutely essential now 
the production has to be carried on with free labor renders this period 


especially of interest. 





BOOK REVIEWS 281 


The story of the tedious adaptation of the negro to the changed 
conditions of economic freedom; the experiments in wage service as 
well as in the tenant and share systems, the shiftlessness and idleness 
which have so often been characteristic of him, all throw a strong side- 
light on the economic question of the South. The marked industrial 


change appears in that nowadays 70 per cent. of the working force 
employed in the production of cotton is white. 

In discussing the recent drop in cotton prices the question neces- 
sarily arises how far isthis due to *‘ overproduction” or to other causes. 
Dr. Hammond takes the position that there has been a reckless extension 
of the cotton area; at the same time he holds that those who so glibly 
recommend a curtailment of the cotton acreage as a solution of the 
question have not carefully reckoned with the question. The lack of 
capital has rendered it necessary for the cotton growers to obtain 
advances by giving crop liens. Before the war these were made by 
factors in the larger cities who gave accommodation in money. Since 
the war this system has been still further extended, with this difference, 
that it is now the local merchant who makes the advances and these 
are usually in provisions. A bad or poor season puts the cotton grower 
behind and the indebtedness becomes cumulative. The merchants use 
their influence to cause the planting of cotton since it is a “cash” 
crop and is not readily concealed, if fraud is in view. Coupled with 
this comes the natural optimism which a season or two of good prices 
engenders in rendering the cotton grower oblivious to the disadvan- 
tages of planting more cotton. From the standpoint of the extending 
of credit the chief hope the author sees is in the establishment of a 
system of agricultural credit analogous to that extended by the 
Raffeisen ‘‘ people’s banks.” 

In the discussion of the evolution of the cotton trade the author 
shows that the importance of “futures” in the cotton trade dates from 
about the period of the war. His attitude towards the vexed question 


” 


of the legitimacy of trading in “futures” is, that in spite of the argu- 
ments urged against the system, there is the paramount advantage of 
steadying the industry owing to the fact that there always is a price. 
The work of Dr. Hammond which is based on investigations in 
libraries, consultations with cotton merchants, and a tour of inspection 
in the South evidences careful consideration of the problem. The 
important feature of the later period of the cotton industry is socio- 
economic rather than economic pure and simple; in the author’s 
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interesting and careful treatment this fact is not sufficiently accentuated. 
Southern agriculturists are well-nigh unanimous in admitting the evil 
effects of too assiduous devotion to cotton raising, and are urging the 
introduction of variegated farming. For example the cotton section of 
Arkansas points, this year, to the greater success of those portions of 
the state where variegated farming is carried on. Dr. Hammond’s 
indication of the controlling force exerted by the existing system of 
credit is valuable since it attracts attention to some essential difficulties 
of the agricultural situation in the South, and indicates that the non- 
adoption of mixed farming is not attributable simply to v/s énertiae. 
S. J. McLean. 


UNIVERSITY OF ARKANSAS. 


Select Documents of United States History, 1776-1861. Edited 
with notes by WiLt1amM MacponaLtp. New York: The 
Macmillan Company, 1897. 12mo, pp. 465. 

Tuts handsomely printed volume contains the text of some ninety- 
seven documents which for one reason or another have been important 
in our national history. The collection begins with the Declaration 


of Independence and ends with the constitution of the Confederate 
States of America. It consists of constitutions, laws, treaties, pres- 


idents’ messages, executive and congressional reports, supreme court 
decisions, executive orders, speeches, and even unofficial reports, etc., 
such as the report of the Hartford convention and the constitution of 
the American anti-slavery society. 

Such a selection must reflect largely the personal views of the 
editor as to the relative importance of the various documents; and it 
would be difficult to justify the inclusion of some of the material on 
any principle which would not take in much more. It must be allowed, 
however, that no worthless matter has been used and that the volume 
as a whole is a valuable addition to the resources of the class room for 
the purposes of the teacher of American history and politics. 

The editor has attempted in many instances to select from the 
documents those parts which in his opinion are significant and impor- 
tant. This is even a more delicate matter than selecting the documents 
themselves, and although good judgment seems to have been shown 
at this point also, such work can never be thoroughly satisfactory and 
would be positively misleading if students were to stop with those 
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extracts instead of going as far as possible to the full documents in 
their original form. 
A series of brief introductory notes containing useful bibliograph- 
ical information increase the practical utility of the book. 
EDMUND J. JAMES. 


L’Enseignement primaire dans les pays civilisés. By E. LEVASSEUR. 
Paris: Berger-Levrault et Cie., 1897. 8vo. pp. ix+628. 
In this work M. Levasseur has availed himself of the assistance of 
members of the International Institute of Statistics, and brought together 
a mass of information in regard to the elementary schools of every coun- 
try in which they have been established. The skill with which this 
information is spread before the reader is sufficient to establish a scientific 
reputation. The book is Givided into two parts, the first containing chap- 
ters on the school systems of different countries, including, besides statis- 
tics, the history of elementary instruction with some account of legislation 
and mode of administration, financial resources, and the methods of 
gathering and publishing statistics; and the second part, a compara- 
tive study of the systems of instruction in the various countries. Two 
appendices and an index close the volume. The three most extended 
chapters are on France, Germany, and the United States. The two last 
named countries, says M. Levasseur, represent different and very 
important types of elementary instruction. It is gratifying to the 
American to find almost twice as much space devoted to the schools of 
the United States as is given to either of the other countries. The 
whole work is a suggestion of what might be accomplished by an inter- 
national bureau of statistics that would on some common basis gather 
and present statistical information in regard to education. M. Levas- 
seur is himself one of the strongest advocates and promoters of the 
establishment of such a bureau. I. W. HOWERTH. 


Social Facts and Forces. By WASHINGTON GLADDEN. New York: 
G. P. Putnam's Sons, 1897. I12mo. pp. 156. 

Inequality and Progress. By GrorGE Harris. Boston: Hough- 
ton, Mifflin & Co., 1897. 12mo. pp. 237. 
Mr. GLADDEN’s_ book is a collection of lectures delivered in Stein- 


’ 


way Hall, Chicago, as the “ Ryder Lectures,” and later before the 
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students of Iowa College at Grinnell, Iowa. The social facts and 
forces treated are presented under the following subjects: The Fac- 
tory, The Labor Union, The Corporation, The Railway, The Church. 
The author has attempted to set forth the various social forces at work, 
and to show the results and social dangers of their operation. His 
treatment is thoughtful and dispassionate, the style that of the popu- 
lar lecturer. 

Mr. Harris criticises the prevailing notion that progress consists 
chiefly in an approach to political, economic, social, and intellectual 
equality. As the title signifies, he considers inequality a precondi- 
tion of progress. He contends that only in large groupings can any 
equality be said to exist, and that physical, intellectual, and economic 
advance consists in the successful struggle which the better wage 
against the worse. He finds a growing recognition of the inequality 
of individuals in various fields of activity. Only by proper combi- 
nation of the superior with the inferior can that true unity be attained, 
in which each one can reach his best development. The book con- 
tains little that is new. The printer is to be congratulated on the 


workmanship of the volume. 





APPENDIX I. 


TABLES SHOWING THE GOLD VALUE OF THE PAPER CURRENCY, 1862-65. 


EXPLANATORY NoTE.— During the Civil War there were in New York 
four regular markets where gold was bought and sold : the stock exchange, 
the “open board,” the gold exchange, and Gallagher’s evening exchange. 

The ‘“‘open board”’ of stock brokers wasa more popular organization run- 
ning in opposition to the “ regular board,” z. e., the stock exchange. After 
the war the two were amalgamated May 8, 1869. (See K. CORNWALLIS, 7he 
Gold Room and the New York Stock Exchange and Clearing House.) 

The gold exchange commenced January 13, 1862, with a meeting of 
brokers in the ‘‘coal hole” on William street. Later it moved to more 
commodious quarters in the “gold room.” Not until October 14, 1864, was 
the exchange regularly organized by the adoption of a constitution and by-laws, 
and the election of officers. (See zdzd., and MEDBERRY, /en and Mysteries o7 
Wall Street, pp. 244 et seq.) 

The evening exchange was a curious excrescence of thetimes. March21, 
1864,a Mr. Gallagher opened a luxuriously appointed room opposite the Fifth 
Avenue Hotel, where men who had speculated all day could speculate all night 
as well. So injurious was this uninterrupted round of business deemed that 
in the summer of 1865 the banks of the city, the stock exchange, the “open 
board,” and the gold exchange united in an effort to suppress it by forbid- 
ding their members to frequent Gallagher’s rooms. Asa result the evening 
exchange was closed in August 1865. (See MEDBERRY, /oc. cit., p. 255; 
New York 7ribune of March 22, 1864, and New York Hera/d of August 20, 
1865.) 

The tables of the gold premium are based upon the prices of but two of 
these markets. From January 13, 1862, when gold was first quoted at a 
premium, to June 20, 1864, they are made up from the records of sales at the 
New York stock exchange. June 21 the “gold bill” took effect and stopped 
all dealing in gold outside of the offices of brokers. Even after the bill had 
been repealed, sales of gold upon the stock exchange were infrequent. For 
this reason a change of source to the gold exchange after June 1864 is neces- 
Sary. 

Of well-authenticated tables, made up in this manner, and purporting to 
give the daily highest and lowest price of gold, there are two-— one pub- 
lished by the New York Commercial and Financial Chronicle (vol. i. pp. 
168-9, republished with corrections in the annual “Financial Reviews;” the 
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second contained in the New York chamber of commerce reports ( Report of 
1865-66, part 2, pp. 130-33). The differences between the two tables are not 
material, and it matters comparatively little which is accepted. I have pre- 
ferred to follow the latter because it contains fewer evident errors of the press. 
In order to show more clearly the extent of the depreciation of the currency, 
this table, which gives the value in currency of $100 gold, has been converted 
into a table of the daily highest and lowest gold price of $100 of paper money. 

For the average monthly and yearly value of currency in gold there are 
two sources : (1) a table published by the American Almanac (see, e. g., issue 
of 1889, p. 341); (2) a table prepared by the Bureau of Statistics (Finance, 
Commerce, and Immigration of the United States, Series of 1895-6, No. 4, p. 
518). For the years 1862-5 these tables are identical; the figures given 
below are taken from the second. This table was prepared by Mr. E. B. Elliott, 
Actuary of the Treasury, in the following manner: Four daily quotations of the 
rates of gold at New York, viz., the opening, highest, lowest, and closing prices, 
were recorded, from them a daily average was made, and from these average 
daily prices was prepared the average rate for each month. 


TABLE I. 


MONTHLY HIGHEST, AVERAGE, AND LOWEST GOLD PRICE OF $100 OF PAPER MONEY 
IN THE NEW YORK MARKET. 


1862. 





| f 
Date of highest price | Highestt | Average | Lowest? | Date of 





| lowest price 


January I-11 $100.00 $97.60 $96.39 
February 27, 28 97-92 96.60 95-47 
March 25 98.77 98.20 | 97.56 
98.52 98.50 97.68 
97:92 | 96.80 96.04 
96.74 93.90 g1.32 
91.95 | 86.60 | 83.25 
August 9, II 88.89 87.30 86.02 
September I, 2, 7,18 85.89 84.40 | 80.65 
CE Dench ka nnae Dace aba sweaters 81.97 | 77.80 74.91 
i as aise wees we enkineae Oaaa-aie 77.52 | 76.30 | 75.05 
December | r 75.60 | 74.36 
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* The highest and lowest prices are taken from the following tables of daily prices. 
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TABLE I—Continued. 


MONTHLY HIGHEST, AVERAGE, AND LOWEST GOLD PRICE OF $100 OF PAPER MONEY 
IN THE NEW YORK MARKET. 


1863. 








Date of highest price Highest! Average Lowest ! * 





ANE SO a.6 ko sescxgacnccseaosasnain | $74.84 $68.90 $62.21 31 
February 10, I1 65.57 62.30 57-97 26, 28 
March 26 71.94 64.70 58 22 I,2 
April 8 68.73 66.00 63.34 I 
Ce Aen ere ey ee ee 69.69 67.20 64.62 7 
SN 2inudads 4040 keene dene eneaeed 71.17 69.20 | 67.40 16 
‘a 81.14 76.60 | 68.97 I 
8 asi oe dn baa ea AEA 81.88 79.50 77.07 I 
September I 78.82 74.50 69.87 29 
October I 71.24 67.70 | 63.80 15 
November 27 69.93 67.60 64.94 21, 23 
December I 67.51 66.20 65.47 4, 29 




















January 6 
February 27 
March I 


May 10 
ND eaten sche 6 aroun cae ae aeeaen 


August 30 
September 30 
October 3 
November 18 
December 19 

















| = 
January 21 $50.70 | $46.30 $42.67 
February 21 | 50.92 48.70 46.14 
MN Ss so nicdaaainesona tose | 67.51 57.50 49.75 
April Io... | 69.69 67.30 64.73 
May II 77.82 73-70 68.91 
June 5 73-94 71.40 67.74 
July 3 72.14 70.40 68.43 
August II, 15 | 71.30 69.70 68.73 
ee 15 70.11 69.50 68.97 
October 2, 3 69.38 68.70 67.11 
November I 68.73 68.00 67.23 
December 9 69 20 68.40 67.34 1,4,5 
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* The highest and lowest prices are taken from the following tables of daily prices. 
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